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Orrice or Derense Mostiization, 
Washington, D. C., April 1, 1961. 


The Present, 
The White House, 
Washington 25, D. C. 


Dear Mr. Presipenr: As Director of Defense Mobilization, I herewith submit 
my first quarterly report on the defense mobilization program of the United States. 

I have called this report “Building America’s Might.” It tells what has been 
accomplished so far in expanding America’s military strength and productive power 
to meet the challenge of outright communist aggression. It deals also with our 
participation with other nations of the free world in building our collective strength 
for purposes of mutual defense. 

Although my own responsibilities began last December 16, I have in this first 
report summarized developments since the defense mobilization program was 
launched following the communist attack on the Republic of Korea on June 25, 
1950. In order to give a rounded account of the defense program, I have men- 
tioned some activities which are not directly under my jurisdiction but which affect 
or provide background for the mobilization effort. 

I want to make it clear that the achievements recorded in this report are due 
not merely to the work of the Office of Defense Mobilization—which is only a small 
over-all policy group—but are due, rather, to the strenuous effort and teamwork of 


the many Government agencies concerned, and, above all, to the skill and energy 
of the workers, farmers, and businessmen of our great country. 
Respectfully, 


Cuaries E. Wuson, Director. 








Section I 


THE DEFENSE PROGRAM GETS UNDERWAY 


Before dawn on a Sunday morning—June 25, 
1950—communist armies swept across the border 
of a free nation, the Republic of Korea, in an act 
of wholly unprovoked aggression. 

That day opened a critical period in the lives 
of the American people and in the lives of free 


people everywhere. 

Since that day, many things have happened. 

The United Nations, within a matter of hours, 
branded the North Korean attack as an act of 
criminal aggression and (with the Soviet Union 
absent) requested its member nations to come to 
the aid of the victims of attack. 

The American people knew that if Korea were 
not defended, other free nations—one by one— 
would be similarly attacked. Realizing that our 
own security was at stake, we responded to the 
United Nations call and accepted command of the 
UN forces in the field. Men of other nations 
joined ours in the theater of battle, as quickly as 
they could be mobilized and transported. 

In the nine months of bitter struggle that have 
followed, our forces have moved four times up 
and down the mountainous peninsula of Korea. 
They fell back to the Pusan beachhead, stood firm, 
then gathered strength and drove all the way to 
the Yalu River, virtually wiping out the North 
Korean army. Chinese communist forces entered 
the war, and our soldiers made another skilful 
and heroic withdrawal. Now they have again 
advanced, inflicting staggering losses on the 
enemy. 

As our men went into action in Korea, we acted 
on the home front. 

In a spirit of national unanimity, we resolved 
to vastly strengthen our military resources—not 
only to meet the situation in Korea, but to do our 
part in the much larger task of building the 
defenses of the free world against aggression 
elsewhere. 

The assault on Korea demonstrated that com- 
munist imperialism would not hesitate to risk 


world war in pursuing its goal of world domina- 
tion. In response to this hard fact, we in the 
United States embarked on a definite, long-term 
program to increase the level of military strength 
we shall maintain. At the same time, we em- 
barked on large-scale plans to join with other 
free nations in enlarging our common defensive 
strength against communist oppression. 

The President requested legislation and appro- 
priations. On September 1, the Congress passed 
the Defense Production Act, the basis for our eco- 
nomic mobilization, On September 22, and again 
on January 2, it voted new appropriations which, 
added to the regular 1951 appropriations already 
enacted, made $52 billion available for military 
and related purposes. 

On December 16, the President proclaimed the 
existence of a national emergency. 

“The future of civilization,” he said, “depends 
on what we do—on what we do now, and in the 
months ahead.” 

What have we done so far? 


Since last July, we have doubled the combined 
active strength of our Army, Navy, and Air 
Force—and now have about 3 million men under 


arms. 

We have placed orders for over $23 billion 
worth of military equipment. Industry is tooling 
up, and deliveries are beginning to come off the 
production lines. Defense expenditures are now 
running at a rate of $2 billion per month, approx- 
imately double what they were at the time of the 
Korean attack. 

We have begun the expansion of our productive 
capacity. Among our goals are the capacity to 
build 50,000 airplanes and 35,000 tanks a year and 
18,000 jet engines a month. 

We have joined with our allies in creating a 
unified military force under the North Atlantic 
Treaty. General Eisenhower has established his 
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headquarters on the Continent of Europe. Mili- 
tary aid is flowing to the European nations who 
are placing forces under his command. 

In all this effort, we have no other purpose 
than to restore and preserve the peace. 

Events in Korea have made one thing clear 
above all else—there is no safety for free nations 
in the present world except in strength. No one 
knows, of course, what reckless adventures the 
Soviet rulers may yet decide upon. But the 
strength of purpose which the United Nations 
demonstrated last summer must surely have im- 
pressed upoh those rulers that they cannot achieve 
world conquest by simply overrunning weak na- 
tions one by one. As the free world gains mili- 
tary strength, the Soviet rulers may come to their 
senses and realize that their course of aggression 
is utter folly—they cannot win. If in desperation 
they risk aggression anyway, then we will have 
the strength to strike back quickly and emerge 
victorious. 

We must not slacken in our determination to 
make this nation—and, in proportionate co- 
operation with our allies, the whole free world— 
strong and safe. We must overcome the inevit- 
able tendency to let our enthusiasm ebb and flow 
according to each day's newspaper headlines. 
The decisions we took last summer were long-term 
decisions, based on what we knew to be the long- 
term aims of communist imperialism. Whatever 
the protestations of peace that may emerge from 
the Soviet leaders, we cannot assume their ruth- 
less aims have changed until they join with us, 
within the United Nations, in a genuine attempt at 
settlement of the world’s outstanding issues. 
While we negotiate and take every step to make 
clear our own peaceable intentions, we must con- 
tinue full speed with the program to build 
America’s might. 


What Is the Defense Program? 


We must produce military equipment and sup- 
plies for— 

1. Our forces fighting in Korea. 

2. Our expanding armed services in the United 
States and in Europe. 

3. Assistance to the growing forces of other na- 
tions joined with us in resisting communism. 

4. Reserve stocks—intended, in the case of key 
items, to provide for the first year of full-scale 
war. 


DEFENSE PRODUCTION 


ACT 


While we do this, we must build toward the 
productive power that would be needed—and 
could be put quickly into use—in case of all-out 
war. This also has several aspects: 

1. The stockpiling of scarce and critical mate- 


2. The addition of production lines for mili- 
tary goods which are beyond those needed for 
currently scheduled output but would be needed 
in full-seale war. 

3. The addition of basic industrial capacity 
which will support high levels of both military 
and civilian production during the defense period, 
and which would be available to support the needs 
of all-out war. 

With the fullest degree of drive and unity, we 
ean do this job by 1953. By that date our readi- 
ness to enter upon total mobilization should be 
sufficient ; and production, in addition to meeting 
current military needs, should support a civilian 
economy at or above pre-Korean levels. 

Our total requirements have to be, and are being, 
laid out on a time schedule. To some extent the 
needs compete : Which objectives should have first 
call on steel, for example, additional steel capacity 
or additional military reserves? How far should 
we cut back civilian use of metals in order to add 
these rhetals to our stockpile for use in time of 
war! Questions such as these will be raised and 
decided continuously in the course of the defense 
program. 

Our present requirements—which of course are 
subject to change if circumstances are drastically 
altered—add up to quite a different than 
we knew in the early years of World War II. 

In the first place, we are building our Armed 
Forces to only 3,500,000 men and women as our 
present goal, not to the 12,000,000 who were in 
uniform at the peak of World War II. This dif- 
ference works in two ways. It means lower 
matériel requirements for the military and at the 
same time leaves a significantly larger number of 
persons available for defense production. 

In the second place, we are producing primarily 
for readiness, not for all-out war. While the war 
we are fighting in Korea is a very real war, and 
one which gets top priority in ovr military pro- 
duction, it is not on a scale with the global fighting 
that took place in World War II. Thus our re- 
quirements can be based mainly on reserve and 
defensive needs, plus an ability to move rapidly 
into all-out production if the need arises. 
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Finally, we started from levels of production 
and capacity far higher than those of 1941. When 
Pearl Harbor came, we were short of virtually 
every kind of weapon needed for modern war, and 
we had to produce the weapons and expand our 
capacity to produce at the same time. The de- 
mands on the economy were prodigious, and the 
dislocations were in many cases severe. By con- 
trast, when the current program began, we had 
large stocks of many kinds of military items. We 
had war and cargo ships, for example, which made 
unnecessary the tremendous shipbuilding program 
of World War II. We had, in addition, stand-by 
plants of many different kinds—explosives, air- 
craft, synthetic rubber—that made unnecessary 
the same degree of new plant construction. Our 
present defense mobilization calls, therefore, for 
a selective expansion with different degrees of 
growth required in different segments of the 


economy. 

The difference in the scope of effort required is 
illustrated by some basic figures. At the peak of 
World War II, 45 percent of the gross national 
product went for national defense. The propor- 


tion is now 8 percent, and by the end of 1951 will 
be about 15 percent. As we now foresee it, the 
defense program, at its height, will not require 
more than 20 percent of the gross national product. 
These differences between the present program 
and that of World War II do not mean that the 
new program is in any way less urgent than the 
mobilization that took place ten years ago. Our 
job is different—in some ways easier, in some 
harder—but we must tackle it with the same 
determination, the same sense of dedication to 
a common purpose that we felt as we entered 
World War Il. 


Bow Will It Affect the Citizen? 


The main effects that will be felt by the individ- 
ual American will be these: 

1. Virtually every qualified young man, upon 
reaching a certain age, will have to serve in the 
Armed Forces. 

2. All of us will have to pay more taxes. 

3. We will have to wait for some of the things 
that we will want to buy—new housing, for in- 





344 


stance, and new automobiles. But few goods will 
disappear completely from the market, as some 
did in World War II. 

4. There will be dislocations in the economy. 
As materials are channeled into defense produc- 
tion, and as plants are converted, there will be 
some production cutbacks and unemployment with 
loss of income for both businessmen and workers. 
Some workers may find it necessary to move to 
new locations. 

5. Longer hours of overtime will be required in 
many industries. 

6. Our technological and social progress as a 
nation will be slowed down. More of our scien- 
tific talent, for example, will be diverted from its 
normal creative ends to the distasteful job of 
devising more effective weapons of destruction. 
Our colleges and universities will lose some of 
their prospective students to the military forces. 
We cannot devote as large a proportion of our 
national income as we might wish to the improve- 
ment of health and education, the clearance of 
slums, the development of recreation. Such gov- 
ernmental programs as reclamation and rural 
electrification have been slowed down. 

None of these effects can be averted. But there 
is one avoidable hardship that can also result from 
the defense program—one that has already been 
felt to a considerable degree and that threatens to 
become even more severe. That is inflation, the 
rise in living costs which reduces the value of 
everybody’s dollar. If we let it, inflation can sap 
the strength of the economy, and in fact threaten 
the success of the whole defense effort. 

The words, “if we let it,” are used deliberately. 
Inflation can be controlled, if we have the national 
will and the national unity to take the steps that 
are necessary to control it. 

The decisions that must be taken to check in- 
flation are hard decisions. Each appears to hurt 
someone. In fact, however, if stabilization is 
achieved across the whole economy, the entire na- 
tion is better off and the defense burden can be 
distributed in a more equitable manner. 

The problem of inflation arises from a very 
simple cause—the men who produce military goods 
receive payment for their work, in the form of 
wages, salaries, and profits which for the most part 
are translated into demands against civilian goods 
and services. But that purchasing power is not 
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offset by additional civilian goods and services 
made available in the economy. 

Under these circumstances, more buyers are 
bidding against a limited supply of goods and, in 
so doing, pushing prices up. Even if we take all 
the steps possible to increase the supply of civilian 
goods and services, we cannot by this means in 
the near future overcome the “inflationary gap” 
between supply and demand. 

In the face of this situation, the immediate 
tendency of every group is to attempt to better its 
position—by seeking higher prices or higher 
wages. But this is no solution. 

Higher prices do not benefit the seller, if his 
production costs rise also. Higher wages do not 
benefit the worker, if his cost of living rises pro- 
portionately. 

And the increase of prices hurts every person 
with savings, pension rights, or other fixed in- 
come—in fact, anyone not in a position to gain 
increases in income equivalent to what he loses 
from the higher prices. 

It is in the interest of everyone—worker, 
farmer, and businessman as well as the retired 
person and pensioner—that the economy be 
stabilized and the price and wage line be held. 

Some of the basic decisions that must be taken 
to check inflation rest with the Congress, such as 
the enactment of higher taxes. But under the 
Defense Production Act, considerable authority 
in the field of price and wage control has been 
delegated to the Economic Stabilization Agency, 
which is one of the agencies subject to the author- 
ity of the Director of Defense Mobilization. This 
Act embodies the fundamental American prin- 
ciple of treating fairly every group within the 
population. In administering this authority, we 
are resolved to do all in our power to carry out 
this principle. 

To help us achieve this aim, we must ask the 
leaders of all groups within the population to 
consult freely with us, to press their demands 
with an attitude of fairness, and to work with 
us even though not every decision may be to their 
liking. Every individual, whether he is running 
a business or working on a farm or in a factory, 
must approach this program for national safety 
with the question of “How much can I put into 
this great effort ?”—not “How much can I get out 
of it?” With that attitude and with urgency, 
drive, and determination, we can get on with the 
job of building America’s might. 





Section II 


ORGANIZING FOR DEFENSE 


Since last June, substantial changes have been 
made in the organization structure of the Govern- 
ment, in order to carry out efficiently the emer- 
gency defense job. 

To the fullest extent possible, we are building 
the emergency structure upon the established de- 
partments and agencies of the Government, thus 
avoiding duplication and unnecessary expense. 
We are endeavoring also to profit by the experi- 
ence—the mistakes and the successes—of the World 
War II mobilization. Fortunately, many of the 
able and experienced men who planned and led 
the war mobilization are still in Government, and 
others have responded to the emergency call and 
returned to posts which, in many cases, are vir- 
tually the ones they left in 1945 and 1946, 

In organizing for defense, the Office of Defeuse 
Mobilization has been established as a small or- 
ganization concerned with policy guidance and 
control and with settling interagency differences. 
The operating activities are distributed among the 
regular Government departments and the new 
emergency agencies. 

In developing the organization structure, six 
major areas of mobilization activity have been 
identified and arrangements made in each area for 
coordinating the work of governmental agencies. 
The six areas and the organizational arrange- 
ments are: % 

Stabilization —The Economic Stabilization 
Agency advises on over-all stabilization policy 
and supervises the operations of the Office of Price 
Stabilization and the Wage Stabilization Board. 

Production.—The Defense Production Admin- 
istration coordinates the industrial production 
effort. Under its direction are the production 
activities of several agencies—principally the Na- 
tional Production Authority in the Department of 
Commerce; the defense organizations for power, 
petroleum, solid fuels, minerals, and fisheries in 
the Department of the Interior ; the Department of 


Agriculture with respect to agricultural produc- 
tion for industrial uses; and the Defense Trans- 
port Administration. 

Food production and distribution is the respon- 
sibility of the Department of Agriculture. 

Manpower.—To provide coordination and ad- 
vice in the broad field of manpower, a Committee 
on Manpower Policy has been established, headed 
by a manpower specialist in the Office of, Defense 
Mobilization. A committee of representatives of 
labor and management will also be established to 
make recommendations on manpower policy 
matters. 

The Secretary of Labor has established a De- 
fense Manpower Administration to coordinate the 
major operating responsibilities of the Depart- 
ment regarding recruitment, training, and utiliza- 
tion of manpower for defense production. 

Transportation.—A Committee on Defense 
Transportation and Storage, chaired by the Un- 
dersecretary of Commerce, provides policy coor- 
dination and advice relating to all forms of 
transportation. Sea and air transportation are 
coordinated within the Department of Commerce ; 
land transportation and storage by the Defense 
Transport Administration. 

Foreign Supplies and .—A com- 
mittee has been established, chaired by the Eco- 
nomic Cooperation Administrator, to review and 
evaluate foreign requirements for supplies pro- 
duced in the United States and our requirements 
for supplies from foreign sources. 

Scientific Research.—A committee on scientific 
research, headed by a staff member of the Office of 
Defense Mobilization, will be set up to provide 
advice and guidance on scientific research as a 
part of the defense mobilization program. Mem- 
bers will be drawn from both within and outside 
the Government. 


Outside of Washington, 13 interagency regional 
committees have been established, each cochaired 
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by the regional directors of the Defense Produc- 
tion Administration and the Defense Manpower 
Administration, to coordinate the activities of the 
defense agencies in those regions, These commit- 
tees have a special role in steering the placement 
of military contracts in relation to manpower and 
productive facilities, and in aiding small-business 
participation in the program. 

The Defense Mobilization Board provides a 
means for coordinating the policies and activities 
of the principal departments and agencies partic- 
ipating in the defense program. It consists of 
the Secretaries of Treasury, Defense, Interior, 
Agriculture, Commerce, and Labor ; the Chairmen 
of the National Security Resources Board, the 
Reconstruction Finance Corporation, and the 
Board of Governors of the Federal Reserve Sys- 
tem; and the Defense Production and Economic 
Stabilization Administrators, with myself as 
chairman. 

In addition, I meet bi-weekly with the Mo- 
bilization Executives Staff, made up of the offi- 
cials who head the mobilization agencies and the 
interagency committees that operate under the 
jurisdiction of ODM. Its members are the Ad- 





347 


ministrators of the Defense Production Admin- 
istration, the Economic Stabilization Agency, the 
Housing and Home Finance Agency; and the 
Senn See Saat 

and Requirements, Manpower Policy, and De- 
fense Transportation and Storage, and the Chair- 
man of the Council of Economic Advisers in an 
ex officio capacity. 

My participation, by invitation of the Presi- 
dent, in meetings of the Cabinet and of the Na- 
tional Security Council assists in coordination of 
the defense mobilization effort with the programs 
of the executive branch as a whole. 

The National Advisory Board on Mobilization 
Policy, recently created by the President as an 
advisory group to him under my chairmanship, 
will be a means of bringing together citizens 
of outstanding experience and ability and making 
available their views to guide the Government’s 
defense mobilization effort. Twelve of the six- 
teen members will be experienced in matters of 
business management, labor, and agriculture. 

I believe we have the requisite organizational 
structure to do the job and that we have applied 
the lessons of World War II in its building. 





Section III 


MEETING MILITARY REQUIREMENTS 


Modern weapons and other requirements of 
war—for our forces in Korea and elsewhere, for 
our allies, and for reserve supplies—are now being 
ordered at a rate of nearly a billion dollars a week. 

During the three months from January through 
March, the Department of Defense obligated over 
$12 billion for procurement, construction, and 
facilities expansion, including procurement for 
the mutual defense aid program. For the 9-month 
period since the Korean attack, the Department 
has obligated over $23 billion, out of a total of 


$32 billion thus far made available for these pur- 
poses in the fiscal year which ends June 30. More 
than $1 billion, in addition, was obligated in the 
January-March quarter for stockpiling of strate- 
gic materials and for projects of the Atomic En- 
ergy Commission. 

Deliveries to the Armed Forces are not, of 
course, being made at a rate anywhere near the 
rate of placing orders. Complex modern war 
equipment has a long “lead time”—most of the 
heavy items require months between the date of 
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placing an order and the date of delivery, and 
some require 2 to 3 years. But deliveries, too, will 
rise steadily in the coming months. 
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Weapons Have Changed 
Since World War Il 

The weapons being ordered are not the same 
weapons used in World War II. When we de- 
mobilized our Army, Navy, and Air Force after 
that war, we maintained at a high level the pro- 
grams of research and development carried on by 
the military and by civilian agencies. The ad- 
vances growing out of these 5 years of research 
are incorporated in the new equipment being 
ordered. 

In World War II, the B-17 was the standard 
heavy bomber flying over Germany. It weighed 
24,700 pounds and had a range of 1,750 miles. 
The B-17 is now obsolete and out of production. 
Our present intercontinental strategic bomber, the 
B-36, weighs 102,500 pounds and has a range of 
up to 10,000 miles. The B47, the first all-jet 
strategic bomber to go into quantity production, 
is in the 600-mile-per-hour class. 

Of all the fighter planes produced in World 
War II, the F4U Corsair is the only one still in 
production—in fact, the only piston-engined 
fighter now produced in this country. The two 
latest types of jet aircraft in use in Korea are the 
F-84 and F-86, and designs superior even to these 
are now in various stages of development. 

The new planes fly at speeds and altitudes hardly 
known five years ago. At these speeds, human 
reflexes have proved too slow, and highly complex 
electronic fire controls have had to be substituted 
for manual controls. All-weather performance 
for the new aircraft also depends on electronics, 
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as does the detection of enemy aircraft and the 
accuracy of antiaircraft fire. 

The new tanks are 60 percent more powerful 
and 50 percent faster than their World War II 
predecessors, They mount more powerful and 
more accurate guns. Such features as traction, 
ability to ford streams, and all-weather operation 
are all improved, and gear shifts have been sim- 
plified to the point where a touch of the control 
stick will switch the tank from top forward speed 
directly to reverse or back again. 

Some of the most sensational developments in 
ground equipment have been made in the field 
of antitank weapons. The new 3.5-inch rocket 
launcher—the modern version of the World War 
It “bazooka”—has proved amazingly effective 
against Russian-built medium tanks in Korea. 
This weapon has been moved from the hand-tool 
stage to mass production and use only since the 
Korean campaign began—another miracle of pro- 
duction ingenuity and determination. 

A brand-new addition to infantry firepower is 
the 105-millimeter recoilless rifle. Mounted on a 
jeep, it can fire 10 aimed shots per minute, with 
a range of 8,500 yards, and places unprecedented 
hitting power in the hands of small infantry units. 
The 40-millimeter antiaireraft gun of World War 
II is being replaced by the new 75-millimeter 
Skysweeper. New ammunition used by all serv- 
ices is more effective in the penetration of heavy 
armor. 

The revolution in design of naval aircraft has 
been comparable to that of land-based aircraft. 
Fighters now being procured are predominantly 
jet-propelled, and carrier-based bombers capable 
of carrying the atomic bomb have been developed. 
The decks of aircraft carriers have been strength- 
ened to accommodate heavier aircraft. 

Surface vessels are being equipped with im- 
proved fire control equipment and with detection 
devices 10 times as effective a3 those used in World 
War II. New high-speed torpedoes have been 
developed which can be fired from surface vessels, 
aircraft, or submarine and which constitute a 
very real threat to any known submarine. 

Our surface fleet has been augmented, for the 
most part, by returning to service the surplus ves- 
sels laid aside in 1945. Yet a new program of 
construction has now been authorized by the Con- 
gress, emphasizing ships designed for antisub- 
marine warfare and the construction and conver- 
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sion of carriers to handle faster and heavier 
aircraft. 

The guided missile, scarcely out of the experi- 
mental stage at the close of World War II, is reach- 
ing the production stage and, before long, will take 
its place as one of the most important of our mod- 
ern weapons. 

Still in the research and development stage are 
atomic-powered submarines and aircraft, atomic 
shells which can be fired by conventional artillery, 
rockets with atomic warheads and rockets of 
far greater range and accuracy than now exist. 


Maximam Production Impact 
Will Come Earig in 1952 


Of the total value of orders placed since the 
beginning of the defense program, 75 to 80 per- 
cent has been for aircraft, tanks, automotive 
vehicles, ammunition and guided missiles, elec- 
tronics and communications equipment, and con- 
struction of military and industrial facilities. 

This general pattern should continue in the 
months ahead. Developments in Korea can, how- 
ever, affect the procurement program and as re- 
search progresses new items may be put into quan- 
tity production. In certain areas, our goals will 
be reached sooner and procurement programs 
level off. 

For the program as a whole, the maximum 
production impact, as measured by requirements 
for raw materials, will occur early in 1952. De- 
liveries of military equipment will, of course, 
rise for some months thereafter before reach- 
ing a level that will suffice to maintain our armed 


The cost of military equipment has increased 
markedly since World War II. Apart from the 
general rise in prices, the increases in size, weight, 


The airframe weight of some of the new plane 
models, for example, is six times that of the com- 
parable World War II models. The greatly in- 
creased use of electronic equipment, built to preci- 
sion standards, results in heavy added cost. As 
a consequence, one B-36 of the present day costs 
$3,500,000—13 times the $275,000 paid for one B-17 
in World War II, 

Present day military equipment requires, in 
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addition, greater quantities of critical materials. 
Jet engines operate at considerably higher temper- 
atures than do piston engines. Hence, their mate- 
rials not only require more precise alloying and 
heat treating, with resultant increased expense, but 
also contain greater proportions of the hardening 
and high-temperature-resisting metals such as 
tungsten, chromium, cobalt, and molybdenum. 
The greatly expanded requirements for electronic 
equipment also require increased amounts of co- 
balt, cadmium, zinc, lead, and copper. 

To offset these new demands, both industry 
and the Department of Defense are seeking means 
of saving critical materials by using substitutes. 
As an outstanding example of progress in this di- 
rection, cartridge and shell cases are now being 
made from steel instead of brass. Ammunition 
in World War IT accounted for as much as 50 per- 
cent of total consumption of copper. 


Policies Have Been Revised 
Te Expedite Procurement 


The stepping-up of procurement demanded by 
the defense program has required revision of the 
contracting and purchasing policies that have been 
in effect since World War II. In revising procure- 
ment procedures, we have a three-fold goal—first, 
to get what we need quickly and efficiently; sec- 
ond, to build a broad production base for all-out 
mobilization if that becomes necessary ; third, to 
prevent profiteering. 

The Secretary of Defense has directed that poli- 
cies and procedures be adopted throughout the De- 
partment to accomplish the following specific 
ends: 


1, To spread contracts across industry as wide- 
ly as possible. 

2. To utilize additional contractors in lieu of 
multishift or overtime operations, wherever time 
permits, in order to broaden the mobilization base. 

3. To make the fullest possible use of smal! busi- 
ness concerns. 

4. To encourage, or if necessary require, subcon- 
tracting by prime contractors. 

5. To provide maximum incentive to the pro- 
ducer to reduce his costs. 

6. To place contracts with a view to the avail- 
ability of manpower. 

7. To place contracts with a view to economies 
in transportation. 

To these ends, the negotiation of contracts in lieu 
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of competitive bidding has been reintroduced, al- 
though formal advertising and competition are 
still employed where they do not adversely affect 
the acceleration of procurement or the desired 
broadening of the industrial base. 

Pricing and profit policies have also been re- 
examined. The aim of the Department of De- 
fense is to hold down prices and encourage the 
conservation of limited manpower, materials, and 
facilities. These aims are to be achieved primarily 
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through forward pricing and repricing rather 
than through recovery of excessive profits by re- 
negotiation or taxation. Nevertheless, renegoti- 
ation is provided for and its coverage broadened 
by the Renegotiation Act of 1951, passed in 
March. 


Programs for the careful selection and training 
of procurement officers, now being developed in 
all of the services, will also yield important returns 
to the Government. 





Section IV 


EXPANDING AND CONTROLLING PRODUCTION FOR DEFENSE 


To meet the military requirements of the de- 
fense program and yet avoid cutting too deeply 
into civilian consumption, we must use two main 
approaches : 

1. Expand production in critical fields. 

2. Employ controls to ensure that materials and 
industrial capacity are used to best advantage for 
defense and civilian purposes. 

Both these approaches were used in World War 
II. Both are embodied in the Defense Production 


Act. 


The Economy Can Expand 
15 Percent in 3 Years 

The economy was expanding when the Korean 
attack occurred. But with the stimulus of the de- 
fense effort in the last half of 1950, the rate of 
expansion was accelerated. Between the first quar- 
ter of 1950 and the first quarter of 1951 the rate 
at which the Nation was turning out goods and 
services rose by 10 percent, with a 5-percent in- 
crease occurring between the last two quarters of 
1950. During the fourth quarter, the annual rate 
reached the 300-billion-dollar mark, approxi- 
mately equal in rea] output to the peak war year 
of 1944. 


We cannot sustain a rate of annual growth at 
10 percent during the coming years. But we can 
continue a steady upward climb in total produc- 
tion for the duration of the defense program. In 
order to meet both defense and civilian needs, we 
should attain a further increase of something like 
15 percent in the next 3 years, adding $45 billion 


gram as it levels off can fit within the added 
capacity of our economy. We will have 
achieved our goals of military strength—and 
production for normal civilian purposes can be 
higher than before Korea. 

Government programs to assist in the expansion 
of production include accelerated tax amorti- 
zation, direct loans, loan guaranties, long-term 
procurement contracts and stand-by purchase com- 
mitments, and the installation of Government- 
owned equipment and plant extensions. The 
Defense Production Act of 1950 provided $600 mil- 
lion to carry out the direct loan, procurement, and 
equipment ‘Programs. Virtually all of this has 


program of accelerated tax amortization, compa- 
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nies investing in defense facilities may apply for 
the privilege of deducting plant costs, for tax pur- 
poses, at the rate of 20 percent per year in lieu of 
the normal depreciation rate. The acceleration is 
applied to that portion of the new facilities deter- 
mined by the Defense Production Administrator 
to be attributable to defense purposes. 





TAX AMORTIZATION PROGRAM 
Industry Group 


(te Bilitens bf Dollars) As of March 14, 195) 





























As of March 16, a total of 660 certificates have 
been issued covering private capital investment of 
nearly $4 billion in added productive capacity. 
The average proportion of plant costs allowed for 
accelerated tax amortization is 69 percent; this 
means that approximately $2.7 billion can be writ- 
ten off for tax purposes at the 20-percent rate. 

Expansion of steel capacity has been the first 
object of the tax amortization program. The iron 
and steel industry has received 50 percent of the 
total of $4 billion certified, with 124 projects of 50 
separate companies approved. Rail transporta- 
tion and the aluminum industry account for 14 
and 6 percent, respectively. A wide range of de- 
fense activities is represented in the remainder. 

A total of $44 million has been loaned directly 
to 21 firms—exclusive of $53.5 million loaned 
by the Reconstruction Finance Corporation, in 
partnership with defense agencies, from its own 
funds. These loans are mainly for expansion of 
capacity. 

Loan Guaranties.— Each of the procuring agen- 
cies for the defense program has been delegated 
authority to guarantee loans for defense con- 
tractors. Where the guaranties are made, com- 
mercial banks grant the loans at interest rates not 
to exceed 5 percent. 


351 


agrees to purchase specified amounts of a pro- 
ducer’s output for periods as long as five years. 
This is particularly important in the case of min- 
ing, where marginal high-cost shafts can often be 
brought into production only on the basis of such 
assurances, 

A large portion of the $600 million has been 
used to establish revolving funds for the import 
of tin and crude natural rubber and for purchases 
of aluminum, tungsten, castor beans, and oxygen- 
free copper. Other projects have included the 
development of tin resources and the establish- 
ment of a fund for a machine tool “pool” to facili- 
tate maximum machine tool production. 

Installation of Government-Owned Equip 
ment and Plant Extensions.—Where increased 
production of certain kinds of materials or equip- 
ment is essential, the Defense Department utilizes 
procurement funds to finance plant extensions or 
the installation of special equipment in private 
plants. The equipment or facilities are used on a 
lease basis, with title remaining in the Govern- 
ment. If the equipment is used for work other 
than on Government contracts, a rental is paid to 
the Government. 


As the result of both private and Government 
effort, the demand for new plant and equipment is 
expected to increase from about $18.5 billion in 
1950 to almost $24 billion in 1951. 





EXPENDITURES FOR NEW PLANT 
AND EQUIPMENT 
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Controls Are Being Applied to 
Production and Distribution 

During the coming months, before expansion 
in each critical field can catch up with need, short- 
ages must be met by the use of controls over pro- 
duction and distribution. 

The priority system is the basic control device 
used to channel materials and industrial capacity 
into direct defense production. Under this sys- 
tem, authorized agencies assign “DO” (defense 
order) ratings to their contracts. The prime con- 
tractors in turn issue DO-rated orders to their 
subcontractors. Unlike the priority system used 
early in World War II, the present system is a 
“single-band” structure, with no degrees of pref- 
erence among the rated orders. 

To make specific materials available for priority 
orders, as well as to divert materials from less 
essential to essential civilian needs, other types of 
controls are employed. The following are the 
most important : 

1. Limitation orders—which limit the amount 
of material producers may use for nondefense pro- 
duction. 

2. Simplification and standardization orders— 
which cut down or prohibit “frills,” or reduce the 
variety, sizes, models, or styles of products. 

3. Prohibition orders—which prohibit the use 
of scarce material in specified end products or 
specified projects. 

4. Inventory controle—which limit the amounts 
of specified items which companies may keep on 
hand at any given time. 

5. Distribution orders—which require indi- 
vidual concerns to maintain a specified pattern of 
distribution of scarce materials or products which 
they supply. 

The National Production Authority and the 
Defense Minerals Administration have thus far 
found it necessary to apply controls of these types 
to the following materials, products, or activities : 


Metals 

Aluminum Molybdenum 
Aluminum scrap Nickel 
Antimony Steel 

Steel scrap 
Cadmium 
Cobalt : “ ond 
Coltumbium Tn 
Copper Tin serap 
Copper scrap Tungsten 
Lead Zine 
Manganese Zinc scrap 
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Chemicals Other materials 

Barium carbonate Rayon 

Chiorine Rubber 

DDT 

Bthy! cellulose Products 

Melamine Cans 

Napthenic acid Collapsible tubes 
Construction machinery 

Other materials Insect wire screening 

Hog bristies Machine tools 

Leather Activities 

Paper Construction 


In addition, the NPA has issued certain broad 
regulations applying to all critical materials and 
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A preliminary inventory control regulation 
limited the quantities of a specified list of materials 
that could be received or delivered and provided 
criminal penalties for any unreasonable accumula- 
tion of materials by any individual or business 
concern. 

Another regulation seeks to assure al) estab- 
lishments in the United States—warehouses, fac- 
tories, service shops, school y supplies 
for maintenance, repair, ani. apautien. This 
directive was issued in recognition of the fact that 
a few pounds of metal today to keep a machine 
running is better than several tons of metal to- 
morrow to replace that same machine. The regu- 
lation gave each establishment the right to issue 
DO-rated orders for supplies for maintenance, 
repair, and operation. 

Finally, directives are issued to individual com- 
panies when necessary to meet emergency situa- 
tions, break bottlenecks, aid essential industries, 
assist hardship cases, or otherwise provide excep- 
tions to the general orders and regulations. These 
directives require a specific company to make 
delivery of a specified amount of material to an- 
other company. Through March, over 650 have 
been issued. The freight car construction program 
and the Great Lakes cargo vessel program are 
being made effective through such directives. 





Wil Remain High 

Up to now, the consuming public has scarcely 
felt the impact of Government controls over pro- 
duction and distribution. Production of most 
consumer items during the first quarter of 1951 
actually exceeded production during the same 
period of 1950. 
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Because defense orders have been placed in 
large quantities only in recent months and time is 
required to organize production, output of civilian 
goods has held to these very high levels. NPA 
orders have restricted the use of scarce materials 
for civilian consumptiqn only to the extent that 
they were immediately required by the military, 
defense-supporting, and stockpiling programs. 





RADIO AND TELEVISION PRODUCTION 
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While the production of the major consumer 
durables—radios, television, automobiles, refrig- 
erators, and washing machines—wil! fall in 1951 
below the all-time high of 1950, there will remain 
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substantial output of these items. The accompany- 
ing charts show the comparison of 1951 produc- 
tion estimates with the output in recent years for 
certain key products. During the remainder of 
1951, scarce materials going into nondefense pro- 
duction will be increasingly restricted, with the 
greatest over-all restrictions, under present sched- 
ules, occurring late in 1951 and early in 1952. 

In the allocation of scarce materials, provision 
is being made to maimtain balanced production, 
including the continuation of lower-priced and 
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medium-priced lines and models in due proportion 
to total production. 


Metals Are the Bottleneck 


Weapons and production lines are made from 
metals. In a period of great military and indus- 
trial expansion, the availability of metals sets the 
scope and the pace. 

As indicated below, many of the important 
metals now are or will be in short supply. To 
overcome these shortages and to hasten the time 
when an adequate defense, together with a normal 
civilian economy, can be supported, great efforts 
are being made to expand the supply of metals. 

This ineludes efforts to bring domestic produc- 
tion and imports to a maximum and, for the longer 
run, a widespread exploration program. 

Steel.—During the last 3 months military re- 
quirements took 12 percent of total steel produe- 
tion. The proportion will approach 20 percent 
by the end of the year. 

To make steel available for military and essen- 
tial civilian purposes, the new control orders will 
limit the amount of steel which can be incorpo- 
rated in consumer durable goods during April- 
June to 80 percent of the average in the first half 
of 1950. 

The shortage of steel has developed despite the 
highest rate of production in our history. In 1940, 
the steel ingot capacity of the nation was 81 mil- 
lion tons. The war expansion boosted capacity to 
95 million tons by 1945. Last June the figure was 
100 millions, and today it is 105 millions. 

Yet when the Korean crisis struck, there was no 
excess capacity. The demand for steel exceeded all 
previous peacetime records. With the demands of 
defense superimposed on this civilian demand, the 

effect could be nothing other than an acute short- 
age. 





The steel industry has thus been first in the Gov 
ernment’s program of expansion, as veflected in the 
granting of tax amortization certificates and other 
financial aid. Current plans call for a capacity 
of 117 million tons by early 1953—or 22 million 
tons more than at the peak of World War IT. 

The expansion of steel capacity illustrates one 
of the fundamental problems of the mobilization 
program—the very act of expansion adds to the 
shortages that the expansion is designed in the 
long run to alleviate. Thus the increase in steel 
capacity necessitates building of plants and pro- 
duction of more freight cars, cargo vessels, and 
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mining facilities—all of which require large quan- 
tities of steel and thus aggravate the shortage. 

The effect of expansion programs on existing 
shortages has to be weighed in determining the 
scope of each program that is approved. 

Within the steel industry, other shortages may 
appear. Coke-oven capacity and the supply of 
refractories are being expanded to prevent short- 
ages. The availability of steel scrap is declining, 
which throws an additional burden on our limited 
iron-ore supply. New iron-ore sources in Labra- 
dor and Venezuela are being developed to supple- 
ment our declining domestic sources. In the case 
of the former, construction of the St. Lawrence 
seaway is needed to bring the new ore in. 

Several of the metals used in production of cer- 
tain steel alloys—such as columbium, cobalt, nickel, 
tungsten and molybdenum—are critically scarce 
and under control. Programs to increase supplies 
of these metals are underway. 

Copper.—Defense production now consumes 12 
percent of our total supply of refined copper. 
This proportion will increase to over 20 percent 
by the end of the year. Additional strains will 
be thrown on available supply by the high level 
of defense-supporting industrial activity. 

To make supplies available, the use of coppei 
in nonpriority activities will be cut during the 
April-June period to 75 percent of the average 
use in the first half of 1950—compared to 80 per- 
cent in March. Restrictions also will continue 
on the use of copper in less essential items and for 
unnecessary purposes. 

As in the case of steel, the beginning of the de- 
fense program found the country’s existing copper 
mines and processing plants operating at near ca- 
pacity. Domestic production, which accounts for 
two-thirds of our total supply, exceeded in 1950 
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any previous years except the peak years of 
World War Il. Nevertheless, demand exceeded 
production by 15 percent, and was satisfied only 
through reduction of inventories. Domestic 
stocks are now very low. 

Plans for the expansion of copper supply are 
directed at boosting production in foreign coun- 
tries and, where possible, opening new deposits in 
the United States. Increases from these sources 
will not be felt, for the most part, until after 
1951, and not then from foreign sources unless 
the tariff is removed. 

Aluminum.—The aluminum industry is under- 
going an expansion program which by the end of 
1952 will add roughly 60 percent to the primary 
capacity existing in June 1950. 

The industry’s pig capacity of 750,000 tons in 
June 1950, which was adequate to meet demand at 
that time, had increased by March 1951 to 800,000 
tons and by 1953 should reach 1,300,000. 
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During World War II, military production ac- 
counted for approximately 90 percent of total 
aluminum consumption and use of aluminum for 
civilian production was severely restricted. 

Military requirements for aluminum this year 
are expected to be 25 percent of total supply. 

The military demands, together with increased 
usage by supporting industries, necessitated a cut 
in the nondefense use of aluminum during Febru- 
ary and March to 75 percent of the average 
monthly use in the first half of 1950. For the 
April-June quarter the permitted use is restricted 
to 65 percent. 

Increase in supply may make it possible to relax 
these controls in 12 to 18 months. 

A Controlled Materials Plan.—As the defense 
program moves into a period requiring tighter 
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regulation, more direct control of the flow of cer- 
tain metals will prove necessary. 

For that reason, a form of controlled materials 
plan which will channel these metals to essen- 
tial uses will be placed into effect later in the year. 

Planning for the introduction of the additional 
controls has been under way for some time, in order 
that they may take effect smoothly when they 
become necessary. 

Tin.—In normal years the United States con- 
sumes more than two-fifths of the world’s total 
output of tin, virtually all of which is supplied 
from foreign sources. 

Our position is now more comfortable than at 
the outbreak of World War Il. Nearly a third of 
annual requirements can now be covered by the 
output of the Government-owned smelter at 
City, whieh eperates on concentrates chiefly from 
Bolivia. 
























































Currently, domestic smelter production is aver- 
aging slightly more than 3,000 tons a month, about 
equa! to the peak output attained in World War 
II. With a high rate of consumption and heavy 
stockpile purchasing, total imports for 1950 
amounted to 109,000 tons, the highest level reached 
since 1941. 

This year, imports have declined abruptly, due 
in part to the Government's efforts to bring about 
a reduction in the price of tin. The price reached 
an all-time high in February of almost $2 a 
pound—compared to 80 cents at the beginning of 
hostilities in Korea. Early in March all new 
purchases of tin for the stockpile were suspended, 
and the Reconstruction Finance Corporation was 
designated as the sole importer of tin in order to 
eliminate competitive bidding by buyers. The 
price has subsequently fallen. 


To make tin available for defense needs, in- 
ventories are limited to a 60-day supply, and use 
of tin is prohibited in nonessential items, includ- 
ing jewelry, ornaments, and advertising displays. 

These conservation measures have made more 
tin available for essential civilian needs. Con- 
sequently, the second quarter limitations on the 
use of tin were raised from the February-March 
restriction of 80 percent of base period consump- 
tion to 90 percent for general use and to 95 percent 
for tin plate use which is necessary for the canning 
“pack” of our expanding agricultural program. 
Growing defense requirements in the last half of 
this year, however, may necessitate more stringent 


Lead.—In addition to its direct military uses, 
lead is basic to every kind of modern transport 
and communications and to the manufacture of 
bearings used throughout industry. In 1950, the 
United States consumed almost 1,300,000 short 
tons of lead, including scrap—an all-time high. 

Lead was in good supply during most of 1950. 
It began to get scarce toward the end of the year, 
however, and the new supply is now too small to 
satisfy all buyers. 

Domestic mine output cannot be expanded 
enough even under emergency conditions to elimi- 
nate dependence on Mexico and Canada for a sub- 
stantial part of our needs. An intensive drive 
might increase the recovery of scrap, but despite 
every effort, the United States cannot overcome its 
dependence upon imports for at least one-third of 
what is needed. 

Consumers’ inventories are now limited to a 
60-day supply. 
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Zine.—Since Korea, the demand for zinc has 
outstripped the available supply by a substantial 
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margin. Requirements have been met to a large 
extent by cutting inventories, but stocks are now 
at low levels and controls have been instituted to 
meet defense requirements. 

In the critical period of World War II, more 
than half of the available supply of zinc was con- 
sumed by the brass mills and 80 percent went into 
direct or indirect military uses. Currently, less 
than 15 percent of our supplies are devoted to 
military requirements. As in the case of copper, 
military requirements of this metal will be much 
lower than in World War II by reason of utiliza- 
tion of steel in cartridge cases. Apart from direct 
military uses, zinc is essential in the galvanizing 
of iron and steel products for defense-supporting 
industries. 

In 1950, production of slab zinc from ore 
amounted to 910,000 tons—a record output except 
for the two peak wartime years. The current rate 
is even higher. Consumption, including deliveries 
to the stockpile, reached about a million short tons. 

To limit nonessential demand for zinc, orders 
now in effect establish inventory controls, impose 
rules for accepting and scheduling defense orders, 
and restrict the nondefense use of zinc and zine 
products. 
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Rubber Shifts to Synthetic 


Production of synthetic rubber in the United 
States was rising sharply when the Korean attack 
occurred, but after Korea every idle plant was 
ordered reactivated and production rose nearly 40 
percent in the following months. 

By January, production had reached an anfual 
level of 730,000 tons, compared to 518,000 in July 
of 1950. By July of this year, the industry will 
produce at the rate of 950,000 tons a year. 
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Foreign production of natural rubber has risen 
also, but the combined increase of natural and 
synthetic supplies has not kept pace with defense 
demands. In addition to meeting current mili- 
tary requirements, it has been necessary to step up 
the purchase of natural rubber for the strategic 
stockpile. Despite very high production in the 























Far East, heavy buying by the major consuming 
nations has virtually depleted the world’s inven- 
tories of natural rubber. 

Controls are in effect for both natural and syn- 
thetic rubber. The General Services Administra- 
tion has been made the sole importer of natural 
rubber, and a series of orders have been issued 
governing domestic consumption, including a lim- 
itation on the percentage of natural rubber per- 
mitted in each class of rubber products. In March, 
natural rubber consumption was held to 33,000 
tons and synthetic to 66,500, the latter figure being 
roughly equal to the amount produced. 


Textile Production Is at Full Capacity 


Textile products rank high among the mate- 
rials and components essential for defense. They 
clothe the soldier, they go into most of the items 
in his pack, they form his cartridge belt, his para- 
chute, his shelter, his bandages. They are com- 
ponents in hundreds of war materials. 

The textile industries have ample capacity for 
normal peacetime requirements. Large military 
orders, however, bring about an unbalanced de- 
mand, particularly because military textiles are 
generally heavier than their civilian counterparts. 
Consequently, certain specialized machinery, such 
as duck looms, combers, and twisters, have become 
insufficient for the needs. 








DEFENSE PRODUCTION 


Major concerns in the industry are cotton and 
wool—cotton because production in 1950 was low 
and wool because demand has exceeded supply 
for the past several years. 

Several new synthetic fibers will come into 
quantity production beginning next year and will 
relieve to some extent our dependence on foreign 
sources for wool. 

At the end of March, textile production was run- 
ning at full capacity. Cotton duck output was 
35 percent above the high 1946-49 average, while 
rayon staple and yarn were up 30 percent. 

Control orders have been issued setting aside 15 
percent of high tenacity rayon yarn and 10 per- 
cent of carded cotton sales yarn production for 
DO-orders. The latter percentage may have to be 
increased sharply and the production and dis- 
tribution of cotton duck may have to be controlled. 

Steps are being taken also to expand textile 
capacity. The greatest increase undoubtedly will 
come in cotton duck, although narrow fabrics and 
other products may also be raised in proportion to 
the extra burdens placed upon the industry. 


Chemical Use Has Broadened 


Production of chemicals has more than doubled 
since 1940. The industry has grown not only in 
size but in scope with recent technological develop- 
ments. Since the war, the development of the 
plastics industry alone has been fabulous. 

As the defense program began, certain key chem- 
icals at once became scarce. Most critical present 
shortages are in sulfur, sulfuric acid, hydrochloric 
acid, chlorine, and sodium phosphate. Also in 
short supply are glycerin, ethylene chloride, 
methyl chloride, ethylene glycol, acetic acid, acetic 
anhydride, methanol, and benzene. 

Sulfur is vital to industry for a wide range of 
uses. Once mined plentifully and cheaply from 
rich Gulf Coast deposits, our sulfur resources are 
facing depletion as the result of heavy wartime 
drains and a present demand running more than 
50 percent above the World War II peak. Domes- 
tic deliveries have fallen 15 to 20 percent and 
exports have declined to about 70 percent of 
the 1,100,000 tons shipped abroad in 1950. This 
shortage will enforce consideration of pyrite as 
a source of acid in areas where pyrite is available. 

Stemming from the su!fur shortage is a shortage 
of sulfuric acid, basic to virtually all chemical 
manufacture and to the steel and synthetic rubber 
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industries. Demand for chlorine for defense pur- 
poses is mounting and the increased production of 
alkalis—also in scarce supply—depends on con- 
struction of new chlorine plants as a part of the 
— expansion program now under consider- 





CHEMICALS PRODUCTION 
(1935-1939 AVERAGE = 100) 


Foe AEP p 




















100 
ve’ @2ess6“« 6 #&* @ 2a @ 8 SI 








(Ese) 





Benzene output will be greatly expanded when 
large-scale manufacture from petroleum begins, 
but the major portion of this increase will await 
completion of new plants in the first half of 1952. 
The chlorine and the benzene shortages a‘fect pro- 
duction of other items, including pesticides, ani- 
line and phenol. A shortage of tank cars is aggra- 
vating the scarcity of hydrochloric acid. 

To deal with the growing shortages, a large 
number of chemicals have been placed under con- 
trols of varying degrees. 

Stockpile Purchases Have Been Rising 

In anticipation of the critical shortages of many 
raw materials in the event of full-scale war, we 
have since World War II been accumulating 
strategic materials in a national stockpile, both 
through purchase and through transfer from Gov- 
ernment surpluses. A total of 73 materials are 
covered in the program, including the critical 
metals, natural rubber, and fibers. 

Our total stockpile requirements, computed on 
the basis of estimated wartime needs less estimated 
supplies available during the war period, amount 
to $9.7 billion measured in February prices. On 
March 1, approximately $3.2 billion of these re- 
quirements were on hand. 

While materials now stored in the stockpile are 
not being drawn upon for defense production, 
the amount of new deliveries has had to be weighed 
against the new needs of the defense program as 
well as other essential needs. As ® consequence, 
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deliveries have in some instances been suspended 
or reduced. 

The over-all procurement rate, nevertheless, 
has increased sharply. Contracts were placed 
during the January-March quarter for nearly 
$1 billion in stockpile materials, against $430 mil- 
lion during all of the preceding 6 months. 
Expenditures for materials delivered during the 
January-March quarter were double those of the 
corresponding period last year. 


Power Generation Continues 
Te Expand 

The Defense Electric Power Administration 
estimates that within the next 3 years, electric 
power capacity needs to be increased by more than 
30 percent—by 22,000,000 kilowatts above the 
present 67,500,000 capacity. Major phases of the 
defense program, including atomic energy, alumi- 
num, other light metals, steel and alloys, heavy 
chemicals, rubber, aviation gasoline, and muni- 
tions, all require increased power generation. 

Expansion of power resources is under way, but 
the problem is magnified by the time required. 
From two to three years are required to construct 
a large power plant, and longer periods for major 
projects and hydroelectric developments. The 
projects which will be completed in 1951 and 1952, 
for instance, were begun in 1948 and 1949; those 
started now will not be in service before 1954. 


to 8 million barrels. This would mean expansion 
all along the line—in the rate of well drilling, in 
basic and specialized refining capacity, in trans- 
portation and distribution facilities. 

Total demand for petroleum, including military 
requirements, now amounts to 7.7 million barrels 
a day—one-third more than the World War II 
peak and nearly two-thirds higher than at the 





CRUDE PETROLEUM 
(a tition Berets) 


Average Deily Predection 





(Eon) 














ELECTRIC POWER PRODUCTION 
(ln Billign Kilewary Hews) 





——tetinned — 











Oil Production Needs Teo Be 
Increased 


Estimates prepared by the Petroleum Admin- 
istration for Defense indicate that the country’s 
crude-oil refining capacity needs to be stepped up 
by 1 million barrels a day, bringing total capacity 


time of Pearl Harbor. Refineries are running at 
close to effective capacity and nearly 1 million 
barrels a day of crude oil and petroleum products 
are being imported. 

To bring oil to the surface requires large quan- 
tities of steel—in the form of drill pipe tubing 
and casing. 

Steel is currently being allocated on the basis 
of an objective of 43,400 new domestic wells dur- 
ing 1951—the number estimated as needed to main- 
tain oil and gas supplies at levels adequate for 
military and civilian demands. The distribution 
of oil-country tubular goods and other materials 
within the petroleum and gas industries is being 
controlled. 

In addition to an expansion of basic crude 
refining capacity, new catalytic cracking and re- 
forming facilities are needed to manufacture high- 
octane gasoline. Additional plants are needed 
also to produce alkylate and other components 
used wholly or primarily in aircraft fuels, and 
new facilities are required to produce chemicals 
such as benzene and toluene from petroleum. 

Substantially increased facilities for produc- 
ing, transporting, and distributing gas would be 
needed to meet demands which by 1955 are ex- 
pected to reach 8.1 trillion cubic feet annually, 
compared to 6.1 trillion in 1950. 
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Coal Is Plentifal but Coke Is Short 

Coal reserves are ample, and present productive 
capacity is adequate to meet foreseeable 
providing adequate manpower, transportation, 
and operating materials and supplies are avail- 
able. All available coking facilities, however, are 
being fully utilized and additional capacity will 
have to be installed to meet the increasing demand 
for coke. 

During 1950, 72 million tons of coke were pro- 
duced. During the year, 552 slot-type ovens were 
placed in operation, but 571 went out of operation 
due to obsolesence, and the net gain in by-product 
coke capacity for the year was only 153 thousand 
tons. The extent to which new capacity can be 
added is limited by the shortage of capacity for 
producing silica brick. 

Electronics Industry Has Not Felt Fall 
Impact of Defense Program 

The electronics industry is producing at near 
capacity levels although the heavy military de- 
mand for electronics equipment has scarcely yet 
been felt. The full impact will come when the 
heavy end products of war—tanks, planes, auto- 
matically controlled weapons—reach the mass 
production stage. 

The current near capacity production level of 
the industry is approximately $4.5 billion. To 
meet the new requirements, we hope to be able 
to expand capacity further this year. 

To aid in the program an interagency Elec- 
tronics Production Board for over-all coordination 
of electronic production was established by DPA 
on March 21. 

The Committee’s objective is to make certain 
that no electronic bottleneck stymies any element 
of the defense effort. This requires attention to 
research and development, facilities expansion, 
production engineering, and standardization in 
order that the required equipment will be avail- 
able when needed for incorporation into the man- 
ufacture of the combat weapons. 


Increasing Rail Freight Capacity Is the 
Majer Transport Problem 

High production and activity are placing a 
strain on our transportation system. In an at- 
tempt to ease the strain on the rail system, we 
are now increasing freight-car production to 
10,000 new cars a month. Particular attention 
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is being given tank cars, which are in shortest 

supply. During January and February, we pro- 

duced only 6,000 cars but the rate will rise in 
ing months. 


coming 

Some, but not enough, progress has been made 
in increasing the efficiency of freight cars now 
available. Toward this end the Defense Trans 
port Administration has issued orders calling for 
penalty demurrage charges on cars held beyond 
a certain time, for improved handling of care 
by rail lines, and for heavier loading by shippers 
of grain products. To assure rapid movement of 
military supplies the railroads have been re- 
quested to give priority to military traffic. The 
shortage in freight cars cannot be solved by con- 
struction of new cars alone—more drastic 
measures to improve the use of existing care is 
required. 

The rising volume of highway traffic, both 
passenger and freight, means we must pay partic- 
ular attention to the maintenance of the capacity 
of our highway system. Only scattered short- 
ages affect the trucking industry. 

A program for building additional ore cargo 
vessels for Great Lakes shipping is under way, 
and a bill was enacted on March 29 to permit 
Canadian vessels to carry iron ore between United 
States ports on the Great Lakes during the 1951 
season. 

A National Shipping Authority has been acti- 
vated under the Secretary of Commerce to help 
in relieving the current shortage of shipping for 
the transportation of vital cargoes at reasonable 
rates. Should the need arise, authority exists 
for the requisitioning of ships and cargo space. 

To maintain and expand the capacity of our 
civil aviation resources, priority assistance is 
planned for the production of 272 new transport 
aircraft. 
Construction Is Still at Record Heights 


A new winter record was established in the vol- 
ume of new construction during the January- 
March quarter when a large-scale industrial 
plant expansion program was added to the con- 
tinued boom in housing construction. 

Total private investment in new construction 
amounted to almost $5 billions—about one-fourth 
more than during the first quarter of 1950. In- 
dustrial plants accounted for 9 percent of the 
total, compared with 5 percent a year ago. New 
plants to produce basic metals, chemicals, and 
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textiles made up a considerable portion of the 
industrial expansion. 

Shortages of practically all metallic building 
materials are causing some delays in construction. 
Delivery schedules were much longer than usual on 
structural steel, plumbing and heating supplies and 
other items made of steel or nonferrous metals. 
Distribution on gypsum products and 
millwork were still causing construction delays 
in some areas during the first quarter of 1951. 
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The home-building rate now appears to be eas- 
ing off as a result of credit restrictions imposed 
in the summer and fall of 1950. 

Construction of entertainment and recreational 
facilities costing over $5,000 without specific au- 
thorization by NPA has been prohibited, and 
on January 15 all commercial construction over 
$5,000 was made subject to NPA approval. 

Many Jess essential uses of metals in building 
materials have been prohibited or restricted by 
orders to conserve critical materials needed for 
defense. Efforts also are being made to promote 
the conservation of critical materials through sub- 
stitution and changes in design. 

If required materials were available, there are 
indications that more private building would be 
done in 1951 than in any previous year in our his- 
tory. 


The Resources of Small Business Must 
Be Efficiently Used 

Over 90 percent of all American businesses are 
small. The success of our mobilization program 
requires efficient use of the facilities and resources 
of these businesses. 

Small and medium-sized manufacturing firms 
tend to feel first the dislocations and displace- 


ments involved in the conversion of production 
from less essential civilian goods to military items. 
Their inventories, their financial resources, and 
their sources of supply are all less extensive than 
those of their larger competitors. At the present 
time they are caught between restrictions on 
materials and « low volume of subcontracting by 
the large companies. 

To give (petialiesd ctiantion to the problems of 
small business and serve as its general advocate 


uthority. 

The Munitions Board and the Departments of 
the Army, Navy, and Air Force have also taken 
a number of steps designed to make it easier for 
all businessmen to find out what products are being 
bought, the locations of the offices that are buying 
them, and how to go about obtaining military con- 
tracts and subcontracts. 

During the last half of 1950, over 21 percent of 
the dollar volume of all prime contracts awarded 
by the Department of Defense went to firms em- 
ploying fewer than 500 persons. 

Moreover, to meet the accelerated production 
schedules which have been and are being estab- 
lished, prime contractors are increasing sharply 
the extent of subcontracting. This development 
will be particularly marked in the aircraft 
industry. 

A certain time lag between the award of a prime 
contract and the negotiations between the prime 
contractor and prospective subcontractors is in- 
evitable. Detailed specifications must be prepare«|, 
multiple copies of blueprints must be run off, and 
invitations to bid prepared and disseminated to 
prospective subcontractors and suppliers. Before 
executing a subcontract, particularly for a key 
part or subassembly, a prudent prime contractor 
will wish to satisfy himself as to the subcontrac- 
tor’s equipment, facilities, inspection standards, 
and responsibility. 

Information on procurement and subcontract- 
ing needs is being provided daily to businessmen 
through 6,000 outlets in the 48 States including 
chambers of commerce, banks, and other local or- 
ganizations. 

Orders restricting the use of materials have 
generally applied the same percentage reductions 
to all businesses, large and small, but in nearly 
all of these orders a basic exemption has been 
included for small quantities used by smaller 
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manufacturers. In addition, the orders set forth 
a general policy that materials not required for 
the defense program be distributed through nor- 
mal channels, which take account of the require- 
ments of new and sma!) businesses. 

Given all the assistance that Government can 
provide, the role small business will play in the 
defense program will still necessarily require the 
same aggressive salesmanship that has been vital to 
their continued survival in competitive peacetime 
markets. They must themselves take the initiative 
in selling their products, not only to military con- 
tracting officers, but also to the military prime 
contractors who assemble finished products from 
subcontracted parts and components. 


All-Out Production Is the 1951 Goal tor 
Agriculture 

The basic contribution of the farmer to the 
defense program is adequate production. He 
must feed and clothe 150 million Americans, must 
produce materials for military supplies, and 
must furnish food to friendly nations standing 
beside us in the fight against Communist aggres- 
sion. To help meet our economic needs, farmers 
must produce the quantities and kinds of products 
necessary to help stabilize prices and minimize the 
disruption to our civilian economy caused by the 
defense program. 

To encourage more agricultural production, de- 
cisions were made after the Korean crisis to re- 
move crop-allotment provisions from wheat and 
rice and to establish no allotments for corn and 
cotton. 

These important moves preceded formulation 
of a comprehensive production guides program 
by the Department of Agriculture to assist farm- 
ers in planinng all-out production in 1951. This 
program as it affected the major food, feed, and 
fiber crops was announced February 2, well in 
advance of planting time. 

The program calls for a total agricultural pro- 
duction larger than ever before—3 percent 
higher than the previous record. 

The production guides seek the highest level of 
production for those crops which will be needed 
most. The program calls for the highest prac- 
ticable increases for corn and wheat, the major 
food and feed grains. About 60 percent more 
cotton is sought than was produced in 1950— 
16,000,000 bales—or about the same amount as the 
high output of 1949. An increase of 22 percent in 





WE ARE ASKING FARMERS FOR 
RECORD PRODUCTION 





























production of vegetable crops for canning and 
freezing is asked, along with greater output of 
seeds for hay and forage crops essential to greater 
livestock production and for conservation of soil 
resources for insuring adequate production in the 
future. 

Large production of livestock, dairy, and poul- 
try products is also needed. The current trend 
of farmers to produce more meat should be con- 
tinued to the extent that feed supplies are avail- 
able. Through all its available facilities, the 
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Department is shaping plans to assist farmers in 
increasing livestock production. 

The Department has broken down the produc- 
tion guides into State and county goals, and teams 
of specialists have visited key production areas 
to assist local authorities in explaining to farmers 
the necessity of achieving the goals. Such activ- 
ities were stepped up just before planting time 
in important producing areas. The Department 
is also using its authority to adjust price supports 
to encourage the output of crops that are most 
needed. 


The Food Supply Outlook Is Good 


The American farmer has been producing at a 
rate nearly 40 percent above pre-World War II 
levels, and the American standard of eating has 
been high. The present high level of food con- 
sumption is expected to continue in 1951. In fact, 
in spite of higher military demand, civilian food 
supplies are likely to be a little larger than in 1950, 
when they were 12 percent higher, on a per capita 
basis, than in the prewar period of 1935-39. 
Stronger consumer demand resulting from high- 
er consumer incomes is expected to exert more 
pressure on the foods consumers want most— 
meat, dairy products, eggs, fruits, and vegetables. 


Shortages in Farm Requirements 
Have Already Appeared 

Shortages that have already appeared will make 
it difficult for some farmers—even with conserva- 
tion of existing equipment and use of alternate 
materials—to hit their 1951 production targets. 

Adequate farm labor will undoubtedly be the 
most difficult problem facing the farmer in 1951, 
but he may also face some problems in securing 
equipment, fertilizer, and pesticides. Material 
shortages will also complicate the problem of 
food processors and distributors. 

The Department of Agriculture is maintaining 
a constant survey of needs for machinery, ferti- 
lizer, and pesticides in order that allocations of 
scarce materials can be made with a full apprecia- 
tion of agriculture’s needs. 


Farmers themselves can, however, do much to 
alleviate shortages. They have already been 
urged to keep their machinery in good repair and 
to limit purchases of new machinery to essential 
replacements or to the minimum required to meet 
they can use other effective materials in place of 
the chemicals they have become accustomed to in 
recent years. Conservation of cotton and burlap 
on the farm, especially through reuse of cotton 
and burlap bags, is urged. 


Distribution Problems Being Studied 

In addition to adequate production, efficient and 
equitable distribution of food, fiber, and other 
farm-produced products is needed if we are to 
meet defense requirements and hold the line of 
prices. Special committees are now making esti- 
mates of total food supplies from all sources, and 
of total requirements both for the short and the 
long run. These estimates will be used in making 
recommendations on distribution controls, on agri- 
cultural production guides, on desirable stock 
levels, on imports, and for other uses. It has not 
been necessary, as yet, to impose stringent distri- 
bution controls except in a few cases. Exports of 
cotton, cotton waste, cotton linters, and cotton 
linters pulp are subject to allocation at the pres- 
ent time. To relieve congestion at seaports, the 
Defense Transport Administration, in coopera- 
tion with the Department of Agriculture, has 
made the movement of grain through port termi- 
nal warehouses subject to a permit system. 


Mobilization Commitieces 
Established for Agricalture 
Spearheading agriculture’s defense effort are 
National, State, and county agricultural mobili- 
zation committees established in February by the 
Secretary of Agriculture. Through them it will 
be possible to reach quickly every farmer in the 
Nation in regard to food needs and other defense 
matters. An advisory Agricultural Mobilization 
Policy Board also has been established at the 
National] level. 
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Section V 


MAKING THE MOST OF OUR MANPOWER RESOURCES 


Economic and military strength depend upon 
operate the machines of production and defense. 
Fortunately we have the most highly developed 
skills and production “know-how” of any nation. 


the products of our democratic way of life. But 
in numbers our manpower resources are limited. 

Therefore, if we are wasteful of our resources, 
manpower deficiencies could become the limit- 
ing factor in production and in military strength. 

Our work force is already almost fully em- 
ployed. The number of young men of fighting 
age who can be marshalled is limited. Seme 
skilled trades and professions which require long 
training are already in short supply. Many, if 
not most, of those who can be brought into our 
labor force, although they have latent abilities, 
must be trained before they can become effective. 

To make the best use of our manpower resources, 
we, as a nation, must accomplish the following: 

1. We must distribute our manpower between 
the military services and the civilian economy so 
as to achieve the best result in terms of the 
national interest. 

2. We must expand the supply of manpower 
available for defense production, including agri- 
culture, until requirements are met. 

3. We must utilize our work force at their 
highest skills and capacities. 

4. We must quickly train adequate numbers 
for defense jobs and continue the education and 
training of skilled and scientific personnel. 

5. We must provide adequate housing and 
community facilities and services for defense 
workers whenever the defense production can- 
not be located where the workers already live. 

6. We must maintain our basic standards of 
education and health, so as to develop our man- 
power resources over the long run. 


problems that arise will be local in nature 
and must be solved by local action. National 
by the President in a directive issued to all agencies 
on January 17. 


The Needs Will Be Met by 

Voluntary Actions 

All of the foreseeable manpower needs for de- 

fense production can be met without using com- 
measures. The desirability of a free 

choice of his job on the part of each worker was 

reaffirmed in the President’s national manpower 

mobilization policy. The agencies participating 

in programs for manpower utilization will carry 

out this policy. 

Provision of Manpower for the 

Armed Forces 


Since the beginning of the Korean conflict, the 
Armed Forces have been expanded by more than 
14 million men. Compared to fewer than 1.5 
million last June, present strength is more than 
2.9 million—two-thirds of the increase needed to 
meet the goal of about 3.5 million. This has been 
accomplished through an intensified recruitment 
program, recall of reserves and mobilization of 
National Guard units, and a revival! of inductions 
through Selective Service. 

In order to provide an adequate pool of man- 
power to meet the future needs of the Armed 
Forces, as well as to make provision for a long- 
range program of universal military training and 
service, the Senate has passed legislation which 
provides for lowering the draft age to 18 and 
extending the period of service from 21 to 2% 
months. The legislation is pending in the House 
of Representatives. 

Occupational Deferment.—Certain occupa- 
tional skills which are criticai to the maintenance 
of defense production and essential civilian serv- 
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ices have been identified in order that men pos- 
sessing them may be called into the Armed 
Forces only to the extent that their skills are 
actually needed in military service. These skills 
are contained in a “List of Critical Occupa- 
tions” which, along with a “List of Essential 
Activities,” was prepared by the Departments of 
Commerce and Labor. The lists are used by the 
Department of Defense in determining who should 
be deferred in calling reserves to active duty. The 
Selective Service System has also distributed these 
lists to their local boards for their information in 
considering requests for occupational deferment. 
The Selective Service Act was amended on Sep- 
tember 9 to authorize the special registration, 
classification, and induction of certain medical, 
dental, and allied specialists under 50 years of age. 
Although the registration is complete, sufficient 
volunteers have made unnecessary so far any in- 
voluntary inductions under the “doctor draft.” 
Student Deferment.—Since the present critical 
world situation may last for many years, we must 


not deplete one of our principal assets—our highly 
trained personnel in many specialized fields. 
Enough engineers, scientists, doctors, and other 
specialists must continue to flow out of our colleges 
for replacements and to meet the increasing de- 
mands of our complex modern society. 

To meet this need, a sufficient number of stu- 
dents will have to have their service in the Armed 
Forces postponed and be allowed to continue with 
their college education. Financial assistance 
should be provided for exceptionally qualified stu- 
dents unable to pay their own way. Specific plans 
for this purpose are now under consideration by 
the executive agencies and the Congress. 


Defense Production Will Require 
3 te 4 Million More Workers 

To meet our defense production géals, the por- 
tion of the labor force engaged directly or indi- 
rectly in defense production will have to be in- 
creased by 3 to 4 million workers in 1951. 

Part of this requirement may be met by a shift 
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of workers from nondefense to defense production. 
However, in order to meet the requirements fully, 
and at the same time maintain nondefense 
duction as fully as possible we need to add a large 
number of persons to the present working force 
as a whole. ; 

Such an increase to the working force is feasible, 
despite the fact that the number of employed 
workers is now at record heights. 

By February 1951 we had 61,300,000 men and 
women in our civilian work force. Of these 58,- 
900,000 were employed—the largest number ever 
at work in February. Unemployment was down 
to 2,400,000, compared with the 4,700,000 unem- 
ployed in February 1950. 

The rise in employment in defense production 
has thus far been moderate, largely because of the 
length of time it takes to translate defense plans 
and appropriations into actual production and 
jobs. The initial employment increases occurred 
chiefly in industries already engaged in produc- 
tion of munitions and related items, such as 
aircraft and ordnance. With the building, expan- 
sion, or reactivation of defense plants, sharp 
employment gains also occurred in the machinery 
and related metalworking industries, as well as in 
industrial construction. Increased procurement 
of civilian-type goods, such as food and clothing 
items, for the growing military establishment also 
contributed to an expanding demand for workers. 

However, during this initial phase of the de- 
fense program, employment on defense orders has 
been very largely superimposed on the continu- 
ing high volume of goods produced for the civilian 
economy. The major part of the employment 
impact of the defense program upon civilian in- 
dustries still lies ahead. 

Expansion in both civilian and defense pro- 
duction has led to a general tightening of the 
labor supply. As shown on the map on page 27, 
in January 38 of the 151 major industrial cen- 
ters of the country reported unemployment at 
less than 3 percent of the labor force, compared 
to 19 centers in July 1950. In an additional 68 
of the major centers, unemployment was down 
to between 3 and 5 percent in January. Since 
then, further drops in unemployment have 
resulted in a further tightening in most of the 
major labor markets of the country. 

Local shortages are particularly severe in some 
occupations, Demand has exceeded supply in 
some localities for engineers and draftsmen and 
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for certain of the skilled metalworking occupa- 
tions, such as machinists, tool and die makers, 
aircraft assembly workers, and pattern and model 
workers. In a few localities, recruitment prob- 
lems have extended even to semiskilled occupa- 
tions. While troublesome in some areas, these 
labor shortages have not yet significantly retarded 
defense production. 

The major sources of the 3 to 4 million new 
defense workers will be: 

Transfer From Nondefense Activities.— Much 
of the need for defense workers will be met by the 
transfer of workers from civilian activities. Many 
will shift without leaving their present job sta- 
tions as their establishments convert to defense 
production. 

Reduction of Unemployment.—Al\though the 
number of unemployed workers is already rela- 
tively low, we can expect a further movement of 
unemployed workers into jobs as defense produc- 
tion accelerates. 
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Addition of New W orkers.—In recent years our 
labor force has grown at an average rate of nearly 
1 million annually, due mainly te the growth in 
the population of working age and to the increas- 
ing employment of women. This growth will be 
less in the years immediately ahead because of the 
increased requirements for military service. 

As shown in the accompanying chart, about 38 
million persons of working age and not in school 
are not in the labor force. Of these, 5 million 
were men and 33 million were women. Important 
reserves of manpower are available among house- 
wives with grown children, older persons near the 
conventional retirement age, and the handicapped. 
If industry adapts its hiring practices and job 
standards to utilize these sources of manpower, 
we can add an additional million workers or more 
from these sources this year. 

Increased Hours of Work.—For each hour 
of overtime added to the workweek in manufac- 
turing establishments, we would gain the produc- 
tion equivalent of almost 350,000 new workers. 
The workweek in manufacturing industries aver- 
aged about 41 hours in February 1951. Many 
workers are still employed less than 40 hours, 
although some workweeks as high as 48 hours are 
in effect. For example, in December a majority 
of workers in machine tools and copper mining 
industries were already on scheduled workweeks 
of 48 hours or more. The 41-hour average com- 
pares to a peak of 4514 hours in World War II 
when many industries were on a 48-hour schedule. 

There are, of course, definite limits to the extent 
to which production can be increased by increasing 
overtime. Absenteeism and declines in efficiency 
begin to cut in heavily after about 48 hours a week 
is reached, 


The Employment Services 
Are Giving Priecrity to Defense 


United States Employment Service and the 
affiliated State employment services are already 
proving of invaluable assistance to employers and 
workers in the orderly filling of defense jobs. 
Preferential service is being extended to employ- 
ers with defense contracts or in activities which 
the Government is encouraging to expand. 

With agricultural production goals set higher 
than ever before, there will be an increased de- 
mand for farm workers at a time when inductions 
into the Armed Forces and the attractions of de- 
fense jobs will reduce the supply of farm workers. 


The farm placement service of the public employ- 
ment system has accordingly expanded and in- 
tensified its recruitment program. 

The President’s national manpower policy calls 
for full use of domestic manpower resources be- 
fore foreign workers are brought in. The domes- 
tic supply of certain types of harvest labor, how- 
ever, has never been entirely adequate since World 
War IT, and arrangements are now being made for 
the increased numbers of foreign workers who will 
be required as the manpower situation tightens. 


Where Pessible, the Work Will 
Be Brought to the Worker 


The large-scale migration of workers during 
World War ITI led to congestion and overtaxed 
housing, health, educational and other community 
facilities, and services in many localities. To 
avoid these consequences in the current program, 
the Government agencies concerned are taking 
steps to see that the labor supply in nonshortage 
areas will be used as fully as possible before addi- 
tional jobs are created in areas of labor shortage. 
The Secretary of Defense on December 17 directed 
the military departments to pay particular atten- 
tion to the availability of manpower, in letting 
defense contracts. 

In addition, every private employer is urged to 
follow the same policy in the placement of sub- 
contracts, in the ordering of materials, and in the 
securing of services. Particularly, every employer 
should utilize loca] labor supplies to the utmost be- 
fore undertaking out-of-area recruitment. Where 
the local labor supply is inadequate, workers can 
be recruited from other areas in the State or from 
areas outside the State through the clearance sys- 
tem of the public employment service. 

The movement of workers from jobs in less es- 
sential industries or services to defense plants 
should be encouraged, but “pirating” of workers 
by one defense plant from another should be 
avoided. 

Movement of workers into defense industries 
will be impeded unless reemployment rights of 
transferred workers can be preserved and their 
seniority, pension, and insurance rights protected. 
Labor, management, and Government groups are 
working to formulate solutions. 

Most of the defense- production industries under- 
going rapid expansion in the months ahead have 
historically had a higher wage structure than 
many other sectors of the economy. This will be 
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MOST OF OUR MAJOR LABOR MARKETS 








an important factor in recruiting workers for 
these industries, although the differentials are less 
than they were in World War Il. Experience 
during World War II indicates, too, that the 
longer average workweek in defense plants (with 
premium overtime pay) and greater opportunities 
for training and advancement were also impor- 
tant factors in attracting workers. If in unusual 
cases, however, these incentives prove insufficient 
to prevent serious manpower shortages in critical 
defense industries, adjustments in wages can be 
allowed under the wage-stabilization regulations. 


Effective Use of Manpower 
Wu Increase Productivity 
Many American workers are still employed in 
jobs which do not utilize their skills to the fullest 
extent. Efficient use of manpower requires the 
wider application of progressive personnel poli- 
cies, upgrading, training, and advanced tech- 
niques in labor relations and human relations. 
To secure maximum utilization of his work 
force, each employer, private and public, should— 
1. Make the maximum use of skills of manpower 
already employed, including the systematic up- 














grading of workers to higher skill levels, the re- 
laxation of retirement policies, and the modifica- 
tion of job specifications to eliminate underutiliza- 
tion of persons with needed skills, particularly 
among minority groyps. 

2. Keep manpower working full time and at 
peak productivity by providing favorable working 
conditions, health and safety programs, minimiz- 
ing time lost due to production factors, and elimi- 
nating unnecessary work : 

3. Retain the present working force by mini- 
mizing those factors which contribute to turn- 
over. 

4. Establish effective assignment, induction, and 
training programs for newly employed workers; 

5. Use part-time workers. 

To assist employers in achieving these objec- 
tives, the public employment service has expanded 
its program of technical service in manpower utili- 
zation. 

Werkers Will Require 
Training for New Jobs 

Two types of training are required to meet de- 

fense production requirements: 
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1. Training for immediate production needs— 
introductory training on the job of new workers, 
refresher training for those returning to the labor 
market, and instruction required as a result of 
shifts from nondefense industries or upgrading 
of workers in the plant. 

2. Training for longer range needs—for the 
skilled trades and for scientific, technical, and pro- 
fessional pursuits. 

In meeting the immediate production needs, the 
primary responsibility for training his workers 
rests with the employer. The Department of 
Labor's “skill improvement program” is available 
to give him such assistance as he requests for in- 
plant training. In addition, the Federal-State 
vocational education system wil] provide instruc- 
tional personnel, materials, or facilities for de- 
fense training when they are beyond the capacity 
of individual employers. In this way, the needed 
training will be tailored to the needs in each 
locality and each plant. 

As for the longer-range training needs, acute 
shortages have already appeared in some crafts. 
The Department of Labor, in cooperation with 
management and labor and State agencies, is ex- 
panding and accelerating its apprenticeship pro- 
gram to assure a sufficient number of craftsmen, 
especially in critical occupations. 


Housing and Community Services 
Are Critical in a Few Areas 

Experience in World War II demonstrated that 
housing shortages, inadequate public health 
measures, crowded schools and hospitals, over- 
taxed shopping and recreational facilities, and a 
lack of child-care facilities and services not only 
lowered workers’ efficiency, but made it difficult to 
retain the manpower recruited for defense 
industries. 

Despite our general policy of bringing the work 
to the worker, other overriding considerations 
have already made it necessary to expand employ- 
ment in several congested areas—for example, 
San Diego and Wichita—and in a few instances in 
areas where housing and other community facili- 
ties and services are practically nonexistent. The 
latter is particularly true in the case of the Atomic 
Energy Commission projects at Paducah, Ken- 
tucky, and on the Savannah River in South Caro- 


lina. 


To meet the problem of these and similar locali- 
ties, an interagency Critical Area Committee has 
been established under the Defense Production 
Administration to designate “critical defense 
areas” and to consider steps to minimize the im- 
pact of the defense program. 

Credit controls on private housing construction 
are being relaxed in such areas in order to stimu- 
late production of part of the housing needed. 
The disposition of the remaining 300,000 units of 
war housing constructed by the Government dur- 
ing World War IT has been halted, unused units 
reopened where needed, and priority for occu- 
pancy given to defense workers. 


Leng-Range Manpower Resources 
Depend on Health and Education 

In a long-term defense program, we cannot neg- 
lect the maintenance of our general standards of 
health and education without a loss of ultimate 


Sickness keeps about a million workers off the 
job every day. We cannot afford this waste of 
manpower. 

In order to maintain health standards, it is esti- 
mated that by 1954 we must train 21,000 physi- 
cians, 9,000 dentists, and 50,000 nurses more 
than are now practicing or being trained. Our 
training institutions in these fields must there- 
fore be immediately expanded. This will require 
private, local, State, and Federal cooperation. 

The Senate has passed a bill providing for ex- 
pansion of our local public health services, in 
order to meet the needs particularly of strategic 
national defense areas. 

The men and women who will be needed in the 
future for military service, for the factories and 
the farms are the children now in primary and 
gecondary schools. In view of the long-range 
character of the defense program, it is important 
that we develop further the present American 
system of local, State, and Federal cooperation 
for meeting our educational responsibilities. In 
this connection, the need of eliminating over- 
crowding of schools and of providing adequate 
educational equipment and staff must be weighed 
against the other competing claims for scarce 
materials and manpower during the emergency 
period. Prompt action is particularly necessary 
where schools are overburdened because of the 
growth of defense activities. 
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MAINTAINING A STABLE ECONOMY 


All of the things we are doing—and must do— 
to strengthen America and the free world can be 
accomplished only if the American economy is 
kept firm and stable. 

We can build a strong defense only with strong 
dollars. 

We can plan and produce the things we need 
for our survival only if inflation is prevented 
from pushing down the value of our currency. 

We can mobilize America’s vast productive 
machine most effectively only if costs are stable 
and we have an orderly flow of materials. 

We can mobilize most fairly only if prices and 
incomes are kept in balance. 

Consequently, we must win the battle against 
inflation. 


What Must Be Done? 


The root cause of inflation lies in a simple rela- 
tionship. Total demand for the goods and services 
which people want to buy exceeds the supply. 
When more and more money is bidding for the 
same amount of goods and services, prices are 
pulled up. As prices go up, workers ask for 
increased wages and other costs go up, pushing 
prices even further. In this way the inflationary 
spiral gathers momentum. 

There are two ways to combat inflation : 

1. To get demand and supply in better 
balance. 

2. To prevent the normal effects of an un- 
balanced demand and supply situation by 
regulating prices and wages. 

The first of these approaches gets at the causes 
of inflation. It does this by reducing the volume 
of purchasing power, while at the same time in- 
creasing the supply of goods by every means which 
does not interfere with the defense program. The 
reduction of demand is accomplished by these 
principal means: 
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a. Reducing credit. 
b. Increasing taxes. 
ec. Increasing savings. 

The second of the approaches—regulating 
prices and wages—deals with the effects of ex- 
cessive demand. It imposes artificial controls on 
the natural workings of a free economy Figur- 
atively speaking, it sits on the lid while inflation- 
ary forces are churning beneath. Unless the 
forces themselves are controlled by balancing 
demand with supply, they will eventually 
explode through the lid. 

We must not underrate price and wage control 
as an emergency measure. It is vitally important 
to sit on the lid, and sit upon it hard. 


How Severe Are the Inflationary 
Pressures? 


By the end of 1950 we found ourselves in the 
midst of a spiral of inflation—and our defense 
effort had just begun. By the end of 1951 it is 
expected our effort devoted to defense will have 
doubled, with 15 percent of total production going 
to defense. This means that, while we will expand 
our national product and income, a smaller pro- 
portion of our total production will be available 
for consumers to buy. Civilian supplies will be 
large during 1951—in some instances perhaps even 
larger than those available during 1950—but the 
amount of money available to buy these supplies 
will be even greater, as more people will be at work 
and they will earn more money. We cannot eat 
tanks and guns, but the men and women who get 
paid for making them compete with their money 
for the supply of available consumer goods. The 
efforts of these workers add to total buying power 
but of necessity the goods they produce are not 
available for consumption. 

The extent of these pressures during 1950 and 
those which can be expected this year are illus- 
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CONSUMER INCOME WILL CONTINUE TO 
INCREASE FASTER THAN THE SUPPLY 
OF GOODS AND SERVICES 























trated by estimates of income and production of 
goods for consumption. 

During the last half of 1950, before the major 
impact of the expanded defense program had been 
felt, we were forewarned of what the future had 
in store if stabilization controls were not applied. 

With our economy operating at high levels in 
June 1950, the inflationary forces took hold rapidly 
since there was little slack in the economy. This 
was unlike 1939 and 1940 when much of our equip- 
ment and about one-sixth of our labor force were 
unemployed and thus available to expand our out- 
put of consumer goods as well as munitions. 

Memories of price rises and shortages of World 
War II years have also contributed to inflationary 
psychology. The consumer and the businessman 
remembered having been “caught short” before, 
having to replace inventories at higher prices, not 
being able to purchase an automobile or washing 
machine. There was a big rush last summer and 
fall to buy while goods were still available and 
before prices rose higher. 

In the last half of 1950, industrial production 
rose 10 percent but it could not keep up with the 
increased demands. Business expenditures for 
new plants and equipment rose 25 percent between 
June and December, while business inventories 
rose from $54 billion to $61.5 billion. Consumers 
rushed to buy. 
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This buying wave was made possible largely by 
the fact that people had sharply rising incomes 
and profits. It was also stimulated by the eager- 
ness of buyers to spend their savings, and their 
willingness to borrow if they lacked cash. Total 
consumer credit rose to a record $20 billion at the 
year’send. Similarly, commercial bank loans rose 
to a record of $53 billion by the year’s end, and 
the rate of turn-over of bank deposits increased 
significantly. 

By December, the inflationary effects were sharp 
and decisive. 

The index of prices of certain basic com- 
modities which are highly sensitive to changes in 
the business outlook shot up 35 percent from 
June to December while wholesale and retail 
prices rose to 1] and 5 percent respectively. 

With the rise in sales volume, in prices, and in 
inventory values, corpozate profits before taxes 
rose sharply, reaching in the fourth quarter of 
1950 a level 28 percent over the last quarter be- 
fore Korea. In the last quarter of 1950 dividend 
payment reached a record height of $2.9 billion. 

With living costs rising and corporate profits 
increasing, workers pushed for higher wages. By 
the year’s end, straight-time average hourly wage 
rates for workers in manufacturing had increased 
7 percent, and average weekly earnings, due to 
overtime and other additional compens&tion, were 
up 13 percent over the January 1950 level. 








PRICES PAID BY CONSUMERS INCREASED 
DURING 1950 - AS DID HOURLY 
AND WEEKLY EARNINGS 
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of the tax and credit contro! action taken in the 
latter half of 1950. After the Chinese interven- 
tion in Korea late in the year, and the subsequent 
speeding up of our military effort, it became ap- 
parent that indirect measures would not suffice to 
stop the inflation. Direct controls were, therefore, 
instituted in January to keep the inflationary 
forces under control. 


What Is Being Done? 

While attempting to maintain maximum pro- 
duction, the Government has taken important ini- 
tial steps in bearing down on total demand by 
limiting purchasing power. More, however, needs 
to be done in each of the fields of credit controls, 
taxes, and savings. 

Credit Controls.—When the Government limits 
the ability of businessmen and consumers to bid 
for goods with borrowed funds, it is limiting total 
demand. 

A number of actions have been taken to limit 
credit for consumers, particularly on durable con- 
sumer goods and housing, in order to limit demand 
in areas where defense production was certain to 
restrict output. Continued easy credit for the pur- 
chase of reduced supplies of durable goods and new 
houses would have exerted even heavier pressure on 
prices and the supply of materials. 

The first step to restrict housing credit was taken 
July 19 when, at the instruction of the President, 
mortgage terms on Government-guaranteed loans 
were stiffened. These ferms for guaranteed or 
insured residential mortgages applied to old as 
well as new houses, 

In September the Board of Governors of the 
Federal Reserve System issued Regulation “W,” 
which increased the down payment required for 
automobiles, washing machines, refrigerators, and 
other consumer durables, and also shortened the 
time period in which the balance had to be paid. 
The terms of Regulation “W” were substantially 
tightened in October. 

Easy credit for new homes was further re- 
stricted by Regulation “X” announced in October. 
In place of liberal mortgage-loan policies, Regu- 
lation “X” set up a series of down payments for 
purchasers of new houses that rise sharply with 
the price of the house. The Housing and Home 
Finance Agency and the Veterans’ Administra- 


tion concurrently brought the terms of new gov- 


earlyin 1951. * 

In addition to these selective controls designed 
to limit consumer and real estate credit, a series 
of steps have been taken to restrict business credit. 
In August the Federal Reserve Board raised redis- 
count rates from 1% to 1% percent, and effective 
in January, reserve requirements of member banks 
were increased two percentage points, which raised 
required reserves about $2 billion. Concurrently, 


a similar step was taken to reduce the use of credit 


in stock speculation by raising margin require- 
ments on stocks from 50 to 75 percent. 

In order to work out methods for reconciling the 
need to restrict bank credit with the need for a 
stable market for Government securities, the Presi- 
dent, in February, asked the Secretary of the 
Treasury, the Chairman of the Federal Reserve 
Board, the Chairman of the Council of Economic 
Advisers, and myself to study this problem and 
recommend action tohim. This group has under- 
taken studies of the possibilities of restraining the 
growth of private credit through voluntary pro- 
grams, and mandatory actions, including increased 
authority for the Federal Reserve Board over bank 
reserve requirements. 

Early in March, the Treasury and the Federal 
Reserve Board announced that they had reached 
an agreement resulting, among other things, in 
the issuance of a new type of bond—a 2.75 percent 
long-term nonmarketable bond—offered to present 
holders of two 2.5 percent marketable issues. More 
recently, the Federal Reserve Board, jointly with 
private financial groups, announced a program to 
apply standards to private lending intended to 
limit loans to those required for financing defense 
activities or for meeting the essential needs of 
etna Gace? Weegee POT ee 
o : : 

Paralleling these restrictions on private credit, 
the major direct lending activities of Federal 
agencies have been curtailed and reoriented. For 
example, at the President's direction, the Recon- 
struction Finance Corporation is giving priority 
to loans contributing directly to the national de- 
fense, with particular emphasis on smal] business, 
and has sharply reduced other new loans. Loans 
under the rural electrification and rural telephone 
programs also have been cut back substantially. 
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Taxes.—Taxation is a powerful anti-inflation- 
ary weapon. It not only reduces purchasing 
power but also enables us to pay for defense pro- 
duction in a fair and equitable manner. Instead of 
allowing prices to rise and fotcing the burden of 
our defense program to fall upon those least able 
to bear it, taxes can distribute this burden fairly 
and equitably—but this is possible only if we tax 
ourselves heavily enough. 
































We therefore need a tax policy which not only 
keeps the Government from adding to the infla- 
tionary pressures by pumping into the economy 
more money than it extracts, but which also takes 
as large a bite of the excess purchasing power as 
possible. 

As the defense program got underway, Con- 
gress took the first steps toward putting the 
defense program on a pay-as-we-go basis. In 
_September, the Congress raised personal income 
taxes, increased the corporate income tax rate from 
38 percent to 45 percent and extended the 10-per- 
cent manufacturers’ excise tax to television sets 
and household deep freeze units. 

At the end of 1950, corporation income tax rates 
were again boosted, this time to 47 percent, and an 
additional 30-percent tax was established on excess 
profits. 

However, the revenue anticipated from these 
tax boosts will not be sufficient to achieve a bal- 


ing used to bid for current supplies, are an effective 
brake to inflation. 

The Treasury, under the authority of legisla- 
tion enacted March 26, has already taken steps to 
encourage owners of “E” Bonds to hold on to their 

numbers of which will start coming 
due in 1951. Under the new plan, Savings Bond 
holders may retain their bonds, after they come 
due, and receive an annual rate of interest about 
equa] to the average interest rate over the first ten 
years. In addition, steps have been taken to in- 
crease the volume of “E” Bonds purchased under 
payroll deduction plans. 
Inflationary Pressures Continued 

The impact of tighter credit controls and higher 
aaibiea ‘Cautaan’ eapuuben Soaoes "ate 

con- 
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successively revised upward. The actions which 
were taken regarding credit, taxes, and savings 
were not sufficient to harness the inflationary pres- 
sures and it was evident that direct controls were 
needed. 


Price and Wage Controls 
Were Institated 


During the first quarter of 1951, the Govern- 
ment took a series of direct actions to halt the 
rise of prices and wages. 

Price Action.—On January 26, the General 
prices (except prices received by farmers) at the 
highest point they had reached during the previ- 
ous five-week period. 

Since that time, the index of basic commodity 
prices, which had risen uninterruptedly from 
July, held stable starting the first week in Febru- 
ary and declined somewhat thereafter. Whole- 
sale prices, which had risen 17 percent with no 
appreciable interruption from last June, re- 
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mained relatively stable during the month of Feb- 
ruary and the first half of March. 

The January freeze was, of course, only the first 
step in applying price controls. The freeze 
caught many prices in badly distorted relation- 
ships. This applied in two ways, first, generally 
speaking, wholesale prices had risen more than 
retail prices since June 1950, and second, at the 
wholesale level some manufacturers had shown 
a commendable willingness to hold prices by ab- 
sorbing cost increases; others had based their 
selling prices on current or replacement cost; 
while others took advantage of the situation and 
charged all that the traffic would bear. 

Consequently, after the freeze, a retailer might 
well have to buy new supplies at wholesale prices 
above his retail ceiling, or at prices that would 
not permit him to cover his costs. Situations 
like this had to be corrected—either by rolling 
back wholesale prices or by allowing retailers to 
take account of higher wholesale prices. 

The Office of Price Stabilization has been taking 
both types of action, in the process of changing 



































over from the temporary general freeze order to 
specific orders “tailored” to the needs of particular 
or industries. Since the time of the 
freeze order in January, about 12 major regula- 
tions and 23 supplementary orders and amend- 
ments have been issued. Some of the more 
important actions include the following: 
1. A variety of price rollbacks—on hides and 
skins, on iron and steel scrap, on soybeans sold in 


2. A dollars-and-cents ceiling set for raw cotton 
for all sellers, including producers—the ceiling 
represents about 125 percent of parity for cotton, 

3. A general retail price order, modeled closely 
after one of the most successful latter-day OPA 
orders, limiting retailers’ mark-ups and specifying 
permissible margins over the cost of goods sold. 

The essential character of the price control 
system being worked out for manufactured goods 
involves a return to the structure—but not the 
level—of prices as they were prior to the Korean 
outbreak. The level of prices will take account 
of direct cost increases since that date. This 
standard implies a reduction of many prices 
from the freeze level, where prices had been 
raised by more than the direct cost increase in the 
last. half of 1950, but it also implies an increase in 
been fully reflected. 

In transforming the price freeze into a sustain- 
able system of controls, some prices have moved up, 
some down. But there is no doubt that, if 
price controls had not been put on, prices would 
have risen much faster and farther since Janu- 
ary then they actually have. The price control 
system is still being worked out, and there are 
still many imperfections in it, but it has already 
been of great benefit to housewives and other 


buyers. 

One of the major problems remaining concerns 
price controls on farm products. The Defense 
Production Act prohibits setting price ceilings on 
agricultural commodities below either the parity 
price or the highest price attained in the May 24- 
June 24, 1950, period, whichever is higher. Prices 
of several of the major farm products, including 
meats, cotton, and wool, are above parity and are 
consequently subject to price ceilings. It is dif- 
ficult to work out effective price control systems 
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for farm products, but work is going forward 
rapidly. In the meat industry, for example, a 
program of tailored controls was well along toward 
completion by the end of March. These controls 
involve not only dollars-and-cents prices at all 
levels of the meat industry, but also provide dis- 
tribution controls which are designed to keep dis- 
tribution within the normal channels of the flow 
of meat from the farm to the consumer. 

Prices of some of the major farm comnrodities, 
however, are still below parity ; furthermore, par- 
ity itself is not a fixed dollars-and-cents figure, but 
rises with increases in nonfarm prices and farm 
costs. Careful attention is being given, in con- 
nection with the development of 
for changes in the Defense Production Act, to the 
possible need of changing the agricultural price 
provisions in such a way as to accomplish a greater 
degree of stability in food prices and at the same 
time treat farmers equitably in relation to the other 


January 25, 1951, rates and required prior ap- 
proval by the Wage Stabilization Board for any 
subsequent increases. 

In this freeze, just as in the price freeze, all the 
inequities existing at the time were caught when 
quick action was taken. Some workers had just 
received wage increases while others were in the 
process of negotiation. Some contracts had 
clauses which would provide for cost of living 
adjustments as the Consumer Price Index rose, 
or for other increases which were to take effect as 
of a future date. The greatest difficulty with 
freezing wages was that the wages of only a por- 
tion of the workers had kept pace with the increase 
in living costs. 

The Wage Stabilization Board proceeded im- 
mediately to the task of recommending such ad- 
justments as would provide an equitable wage sta- 
bilization program. 

The public and labor members, with industry 
dissenting, first relaxed the rigidity of the freeze 
date by establishing a fifteen day grace period 
within which previously agreed upon wage and 
salary adjustments could still take effect. Then 
the Wage Stabilization Board issued general reg- 
ulations permitting adjustments to bring about 
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compliance with minimum wage laws and exempt- 
ing State and local governments from detailed 
control by the Wage Stabilization Board pro- 
vided they continued to follow national stabiliza- 


creases, and the establishment of rates for new 


jobs. 

The next problem faced by WSB was to develop 
policies which would take care of the inevitable 
inequities arising from a freeze as of any given 
date. During the year 1950 and up through Jan- 
uary 25, 1951, there had been a series of wage rate 
increases, mostly during the latter half of 1950, 
in which only a portion of the labor force partici- 
pated. The WSB agreed that to ensure as much 
equity as possible some “catch-up” formula should 
be devised for those whose wages had not been 
increased. Differ in the WSB arose on the 
following major points: 

1. What would be the proper catch-up base 
date! 

2. What would be a fair over-all wage in- 
crease from this base date to bring the wage struc- 
ture into proper alignment? 

8. What should be done about new “fringe” 
benefits, as well as existing “productivity” and 
“cost-of-living” clauses? 

As a first step, the public and industry members 
of the WSB recommended to the Administrator 
that increases up to 10 percent over the levels pre- 
vailing on January 15, 1950, should be allowed 
without further approval by the WSB. More- 
over it was decided that any future fringe bene- 
fits would be included in the allowable 10 percent 
limit. 

The three labor members of the WSB disagreed 
with these recommendations. They later with- 
drew from the WSB. 

On February 27, 1951, the ESA Administrator 

pted these r dati Regulation No, 
6—as a necessary but only an initial step in devel- 
oping a wage policy. At the same time, he re- 
quested that the WSB prepare regulations easing 
the stringency of Regulation No. 6 regarding cost- 
of-living adjustments and health, welfare, and 
pension benefits. 
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In signing Regulation No. 6, the Economic 
Stabilization Administrator also requested the 
WSB to turn its attention to problems which were 
not covered by the regulation. These included 
wage questions involving hardships and inequity 
cases, wage schedules for new plants, so-called 
“tandem” wage adjustments, and wage stabiliza- 
tion procedures for industries exempt from price 
control. 

The WSB, not being able to act without the 
presence of the labor members, could not develop 
regulations on the Administrator’s recommended 
revisions to Regulation No. 6. It was, however, 
necessary to develop workable and equitable 
wage controls to handle the most urgent problems 
which had arisen. Therefore, the Administrator 
found it necessary to issue a series of orders. 
These orders provided for the establishment of 
wage schedules for plants not in operation on Jan- 
uary 25, permitted temporary continuance of esca- 
lator clauses which were in effect in contracts 
before January 25, and established administrative 
procedures governing the approvability of a 
limited number of tandem wage increases. 

Following jabor’s withdrawal from the Board, 
the Administrator met frequently—in fact almost 
continuously—with labor and industry represent- 
atives in an effort to reestablish the Wage Stabili- 
zation Board. At the end of March, while mu- 
tually satisfactory agreements had been reached 
on some issues, the Board was still not functioning. 

Rent Control.—Since 1947, we have gradually 
relaxed rent control with the basic goal of re- 
moving all controls and achieving a complete re- 
turn to a free rental market at the earliest possible 
date. These moves have been based on the recog- 
nition that after World War II residential con- 
struction was booming and was thus alleviating 
the congestion, and therefore the need for control 
on rents. 

This situation has now been altered. New con- 
struction is being limited not only by credit con- 
trols but by the allocation of building materials. 
Workers are moving to areas where they are needed 
for defense production but where there is not suffi- 
cient housing. Military, Naval, and Air Force in- 
stallations are building up their strength with the 
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result that some cities and towns with inadequate 
housing are experiencing and will experience a 
tremendous influx of both military and civilian 
personnel. Under such conditions exorbitant 
rents may be charged and these are bound to have 
harmful effects. The morale of armed forces 
personnel is lowered by having to pay exorbitant 
rents and defense plants are unable to hire and 
retain sufficient workers to keep plants going at 
capacity. 

The present rent control law is not fitted to 
our current defense and stabilization needs. In 
March, the present law, which was to expire on 
March 31, was extended to June 30. A new rent 
control law to meet our new needs will be required 
as part of the stabilization program. 


Each Must Do His Part 


All the parts of the stabilization program— 
taxes, credit, savings, prices, wages, and rents—are 
interdependent. Failure to take strong enough 
action on any of these will hurt the whole effort. 
Some Americans are, unfortunately, still more 
concerned with loosening one or another part of 
the program than with tightening all of it. The 
sole purpose of these measures is to control infla- 
tion, which will otherwise damage our economy 
and hamper our defense mobilization. Until that 
purpose is achieved, until] we know our economy 
has been expanded to meet the increased demands 
of preparedness as well as civilian requirements, 
we cannot take off controls in any area. 

A time will come, if we act prudently and 
swiftly now, when some or all of these controls 
will no longer be needed. At that point, we will 
have more materials and plant capacity available 
for the production of goods and services for civil- 
ian consumption; we will have given our armed 
forces the production machine they must have; 
we can begin to release resources controlled for 
defense purposes to the greater satisfaction of 
our persona] civilian needs. 

If we act wisely now, that time will come per- 
haps in early 1953. If we fail to act wisely now, 
we may be faced with a controlled economy for 
a much longer time. 











Section VII 


COOPERATING IN 
THE DEFENSE MOBILIZATION OF THE FREE WORLD 


The invasion of Korea revealed the urgency 
of a rapid strengthening of the whole free world 
in the face of communist aggression. It empha- 
sized for each nation the need of collective 
action. Just as the free nations acted together in 
meeting the communist assault in Korea, so must 
they act together in building up their collective 
defenses. And they must act together in meeting 
the common economic problems which are being 
created by the defense drive. 

In this collective action each nation has a part 
to play according to its resources. The United 
the rest of the free world combined, must bear 
the heaviest part of the responsibility in the joint 
defense drive. But our effort will be added to 
the strong efforts of other countries—it will not 
be a substitute for their own efforts. In both 
is being followed; it means that our strength is 
multiplied in contributing to the strength of the 
free world, on which our own security depends. 
A Million Tons of Military Items 
Have Been Shipped 

Our principal program of military assistance to 
other free countries is the Mutual Defense Assist- 
ance Program (MDAP). Authorized late in 1949, 
it was greatly expanded immediately after Korea 
and has now been granted a total of more than $6.5 
billion by the Congress. 

Despite the heavy demands of our own armed 
services, we have supplied, under the MDAP, 
more than one million measurement tons of mili- 
tary equipment to friendly nations since shipments 
began in March 1950. This figure is exclusive of 
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aircraft and naval vessels delivered under their 
own power. 

The bulk of this equipment has gone to the 
countries of Western Europe, although substan- 
tial amounts have also been shipped to Near East- 
ern and Far Eastern countries. 

Already transferred or now moving forward 
are 3,500 tanks and combat vehicles; 11,000 gen- 
eral purpose vehicles ; 750 aircraft ; 100 vessels and 
small craft and 3,000 major pieces of artillery. In 
addition, small arms, mortars, recoilless rifles; 
communications and electronic equipment, spare 
parts, and millions of rounds of ammunition have 
been shipped. 

Some 30 to 40 vessels are in continuous use— 
loading or on the high seas—carrying MDAP 
equipment to more than 20 countries around the 
globe. In each of these countries, our equipment, 
added to the military forces and equipment which 
that country can provide by its own strong efforts, 
is making a significant contribution to the defense 
of freedom. 





MUTUAL DEFENSE ASSISTANCE 
PROGRAM OBLIGATIONS 
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WITH OUR AID, WESTERN EUROPE HAS BUILT NEW ECONOMIC STRENGTH 
(Combined Figures tor Marshall Plan Covatries) 





STEEL (million tons) 


COAL (million tons) 
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Economic Strength a Base for 
Miulltarg Strength 

Without the economic aid which has been given 
by the United States to a number of free nations, 
their present expanded defense programs could 
not have been undertaken. The largest program 
of economic aid—our Marshal! Plan assistance 
to European recovery—has been a spectacular 
success. Three years ago the countries of Western 
Europe were threatened with economic collapse 
because they did not have the dollars with which 
to buy the raw materials and food to support ade- 
quate living standards or to achieve and maintain 
high levels of employment, production, and trade. 
Had their economies been allowed to collapse, a 
number of these countries would have been prey 
for communist subversion. 

Today, everything is changed. With the help 
of American economic aid, and by means of ener- 
getic self-help and mutual aid through the Organ- 
people of Western Europe have made great prog- 
ress in revitalizing their war-shattered economies. 
By the end of 1950, industrial production in West- 


ern Europe was 40 percent greater than prewar, 
and agricultural output in the current crop year 
is expected to be about 10 percent above prewar. 
Steel output in Western Europe, at the rate of 
54 million metric tons annually at the end-of 1950, 
was two-thirds higher than in 1947—and twice the 
output of the Soviet Union and its satellites. 
Gains in other industries over 1947 included : 


gE Rae 150 percent 
| SRS ee 80 percent. 
rp RE a Cee ees 5O percent. 
ee a ane a .. 35 percent. 
a Beecencenseitmagneecsescenese= 20 percent. 


Elsewhere in the world, too, American economic 
aid is making it possible for people to gain eco- 
nomic strength—strength which is standing them 
in good stead now that the free world must build 
up its defenses. 


The Nerth Atlantic Program 
Is Well Under Wag 


A pattern of thoroughgoing collaboration has 
been worked out among the North Atlantic Treaty 
nations: the United States, Canada and 10 nations 
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of Western Europe—Belgium, Denmark, France, 
Iceland, Italy, Luxembourg, the Netherlands, 
Norway, Portugal, and the United Kingdom. 
These nations are combining not only their mili- 
tary strength, but also their economic strength. 

On December 19, the North Atlantic Council 
at Brussels established an integrated defense force 
under a single command. General Dwight D. 
Eisenhower wss appointed Supreme Allied Com- 
mander, Europe. The United States troops now 
in Europe and others that will shortly be sent will 
be under his operational command. Troops from 
other North Atlantic Treaty nations are also being 
allocated to him. 

The nations of Western Europe are adding to 
troop strength, and diverting civilian industrial 
capacity to the production of armaments. Tanks, 
rockets, jet-propulsion aircraft, machine guns, and 
military vehicles are now beginning to roll off 
European assembly lines. 

The rate of military production in the Western 
European countries has more than doubled in the 
two years since the North Atlantic Treaty was 
signed, and is expected to nearly double again 
during the coming year. 

The 2.1 million men now under arms in the 
European NATO countries represent a substantial 
increase over 1948. In addition, these nations 
have approximately 2 million trained and organ- 
ized reserves. All the European NATO countries 
(except Iceland) have compulsory military serv- 
ice. The United Kingdom, France, Italy, Bel- 
gium, and Denmark recently increased the term 
of compulsory service and three other countries 
are currently considering such action. 

The current military expenditure of the Euro- 
pean NATO countries as a whole is being in- 
creased by about one-half, and the Canadian ex- 
penditures are being tripled. 


Ald to Other Enropean and Near 
Eastern Countries 


In Western Germany, our programs have laid 
the foundation for economic recovery and the 
fuller integration of that country into the western 
family of nations. In Austria, American aid has 
aided in the achievement of a large degree of eco- 
nomic recovery, and anti-communist strength has 
been consolidated in the face of continuing Soviet 
occupation of a large part of the country and 
major Soviet raids on the Austrian economy. 
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With the help of our military and economic as- 
sistance, the: people of Greeee have beaten the 

communist-supported guerillas and are now turn- 
ing their attention to rebuilding their battered 
economy. In Turkey, also with our aid, military 
defenses have been greatly and eco- 
nomic conditions have improved. Both Greece 
and Turkey have troops fighting with the United 
Nations command in Korea, and both countries 
have made plans to coordinate their defenses with 
those of the NATO countries. 

We have also worked out economic aid programs 
with certain other Near Eastern countries in order 
to make a start, under the Point IV concept, to- 
ward helping them achieve the technical knowl- 
edge and economic progress that will give them a 
real stake in freedom. In addition, we have had 
a military aid program for Iran since 1949, which 
has helped to modernize and train her forces. 

Last summer's drought cut deeply into the food 
supply in Yugoslavia and brought a serious crisis 
upon that country, raising the hopes of the Comin- 
form that it might take control. In order to 
help the people of Yugoslavia keep their free- 
is providing about $70 million in food to the Yugo- 
slav people. 

The Eighty-first Congress provided for a line 
of credit for Spain, totaling $62.5 million, for 
specific uses which would contribute substantially 
to the Spanish economy. Thus far, $17.2 million 
has been authorized—$5 million for the purchase 
of cotton, $5 million for wheat, $3.5 million for 
fertilizer, $3 million for tractors and spare parts, 
and $0.7 million for completion of a fertilizer 
plant. 


Defense of the Far East 


Following the unprovoked attack on the Re- 
public of Korea by organized Communist forces, 
54 nations of the free world backed the United 
Nations action. Not all of these nations have been 
able to join in the defense of the invaded country, 
but 26 have offered military assistance, and troops 
from 13 nations are fighting now in Korea under 
the flag of the United Nations. 

Since the war, the United States has provided 
about $2 billion in aid to Japan and the Ryukyus 
Islands. The economic aid was sharply reduced 
in 1950 as Japan approached a state of self-sup- 
port. 





ee 
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United States aid to Formosa is helping correct 
the economic resulting from the 
arrival from the Chinese mainland of large mili- 
tary forces and approximately a million refugees. 
The program is also directed towards making the 

The countries of Southeast Asia are now a test- 
ing ground in which peoples with newly won free- 
dom are striving to solve grave economic and 
political problems and to work out their own 
destinies. 

The military sifuation in Southeast Asia ranges 
from full-scale combat operations in Indochina to 
minor police actions in Thailand. Of all the coun- 
tries in the area, Indochina faces the most serious 
threat. In addition to combating a powerful Chi- 
nese communist-supported Viet Minh army, the 
Indochinese face the constant possibility of overt 
action by the Chinese communists. The United 
States is giving military aid to combat commu- 
nist aggression in Indochina as well as in the 
Philippines, Burma, Thailand, and Indonesia. 

We are also providing financial aid to the 
countries of Southeast Asia to assist them in solv- 
ing their critical economic problems and restoring 
political stability. The dollar cost of these pro- 
grams is not large compared. to the economic aid 


programs for Europe. To assist the greatest 
number of people directly, projects are stressed 
which have their impact at the grass-roots level. 
This aid will complement programs of self-help 

by these countries and the Colombo 
plan of the British Commonwealth for develop- 
ment in South and Southeast Asia. 


We Depend on Foreign Nations 
fer Critical Materials 

Despite the relative self-sufficiency of the 
United States, we must continue to rely upon for- 
eign nations for huge quantities of basic mate- 
rials to supplement our own resources. All or 
nearly all of our uranium, natural rubber, man- 
ganese, industrial diamonds, chrome, cobalt, 
nickel, and tin come from abroad. In addition a 
substantial part of our tungsten, zinc, copper, 
wool, lead, and bauxite for aluminum are im- 


As production expands, our need for foreign 
supplies is mounting correspondingly. We are 
now getting steadily increasing quantities. 

For the six months after Korea our imports 
of crude materials climbed to 26 percent above the 
1949 level. Only 3 percent of our total imports 
came from Soviet Russia and its satellites. 
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A few examples of the increase in strategic 

imports from free nations follow : 

from free countries in the 
last half of 1950 were almost four times as great 
as in the first half. Imports from China, formerly 
the principal] source, have been reduced to a trickle. 
The Republic of Korea, Bolivia, and Thailand are 
the principal remaining sources. 

Industrial Diamonds.—1950 imports of 11 mil- 
ports. The principal sources were South Africa 
and the Belgian Congo. 

Wool.—In 1950, over 450 million pounds were 
purchased from nations outside the Soviet bloc— 
70 percent more than the year before—principally 
from Argentina, Australia, Uruguay, and New 
Zealand 


Manganese.—Partly filling the vacuum created 
by the almost complete disappearance from our 
imports of Russian manganese, substantially 
greater quantities of this vital ore have become 
available from India and Africa. During 1950, 
imports of this commodity from all free nations 
were 50 percent higher than in the previous year. 


Foreign Supply Sources 
Are Being Developed 


To boost American production requires an in- 
creased flow of many strategic commodities from 
Europe, Africa, Southeast Asia, Latin America, 
and Canada. The output of such products is 
being increased in many cases by private enter- 
prise, stimulated by recent price increases. In 
addition, in some cases the United States Govern- 
ment is furnishing a substantia) share of the risk 
capital needed to develop resources, or of the funds 
needed for research and new transportation 
facilities. 

Although much more needs to be done in this 
field than has yet been undertaken, a number of 
development projects are underway, financed in 
part by the United States. They include: 

copper, lead, and sinc... French Equatorial Africa, 
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Expert Needs Are Considered in 
Allecating U. S. Production 


The same problem of obtaining sufficient new 
materials for defense and essential civilian needs 
confronts other free nations as well as ourselves. 

The United States exports many of the raw ma- 
terials needed by other countries. We also supply 
them with essential manufactured goods. It is ob- 
viously important to us, as well as to them, that the 
defense and essential civilian requirements of other 
countries for United States materials and prod- 
ucts should be met. Consequently, our system for 
making allocations of materials and facilities, and 
for establishing export quotas, must take account 
of these essential foreign requirements, in the same 
way that our essential domestic requirements are 
considered. 


International Action Organized on 
Materials Distribution 


In the case of most materials, there are a number 
cf producing countries and many importing coun- 
tries. Only cooperative international action can 
assure that available supplies are distributed 
fairly and are used most productively. 

For this reason, there has been established in 
Washington an International Materials Confer- 
ence with 21 nations participating. Individual 
commodity groups have been created, including 
suppliers and users of 80-90 percent of the follow- 
ing commodities: wool, cotton, sulfur, copper, 
zinc, lead, cobalt, tungsten, manganese, nickel, and 
molybdenum. 

The Conference will try to work out ways and 
means of getting more of these materials pro- 
duced, seeing that they are used where they are 
most needed in the defense effort, and arranging 
for equitable reductions of less essential uses 
where such reductions prove necessary. 


Inflation Is an International Problem 


The problem of inflation is one common to all 
free nations, and all will undoubtedly find it neces- 
sary to take measures to prevent a serious infla- 
tion. Indeed, some countries already have in ef- 
fect more widespread and restrictive anti-inflation 
controls than the United States; other countries 
are not as far along as we. 

The United States has placed price ceilings on 
both the goods we export and the goods we im- 
port. In the case of goods we import, however, 
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the prices of many commodities are set in world 
markets and may well rise to levels above the 
United States ceiling prices. If we are to obtain 
essential imports in cases such as this, we have 
the choice of relaxing our price ceilings, sub- 
sidizing purchases abroad as was done during 
World War ITI and reselling them at the United 
States ceiling prices, or working out other ar- 
rangements with foreign sources of supply. 

By designating Government agencies to act as 
exclusive importers of commodities, such as rub- 
ber and tin, and by working in international com- 
modity committees to allocate scarce materials 
among free countries, we are helping to end the 


current scramble for these materials which has 
forced their prices unnecessarily high. The free 
countries of the world, however, will undoubtedly 
have to take still other cooperative measures to 
control the prices of goods moving in international 
trade. 


We propose to extend economic aid to foreign 
countries only as part of a true cooperative effort. 
However, we have full confidence that this co- 
operative effort is gaining in momentum, and that 
the resources of the free world will be equitably 
distributed to assure the strengthening of the free 


world. 














Section VIII 


A LOOK AHEAD 


The first nine months of the defense mobiliza- 
tion program have been—for the effort as a 
whole—a tooling-up stage. 

The Congress has enacted the basic laws and 
the first big new appropriations. We have or- 
ganized the necessary new agencies, planned the 
program, completed the specifications for much of 
the new equipment, begun ordering in quantity, 
and created the basic machinery for international 
collaboration. 

In terms of military strength, we have achieved 
much since last June 25, but we are still far from 
achieving the strength we need. One year from 
now, with unflagging determination and effort, 
we and our allies will have achieved a formidable 
strength in many phases of modern warfare. 
Two years from now we should have military and 
economic strength sufficient to give us reasonable 
safety against aggression. 

In terms of civilian standards of living, the im- 
pact of the defense program has hardly yet been 
felt. The coming year will be different. Short- 
ages are bound to come for some civilian goods— 
particularly products made from metal. 

The following year, if our program is successful 
in preventing war, shortages may begin to ease and 
we can probably begin to talk about taking off 
controls, In 1953, we should be in a position to 
maintain a high level of military expenditures on 


top of a healthy civilian economy—which, at that 
time, will be free to resume its upward trend. 

But the production side of our task is in many 
ways the less difficult. A tougher test of our abil- 
ity to survive the present crisis lies in the other 
side of the problem—-stabilization. 

The success of our production effort demands 
that we win the battle against inflation. To win 
that battle calls for a subordination of selfish ends 
to the common welfare in a measure beyond what 
is commonly demanded in any period short of 
actual war. It calls for a fair presentation of 
its claims by every segment of society, an open 
and willing participation by all concerned, and a 
readiness to abide by decisions which are arrived 
at through fair and honest means. It cails for 
every organized group to consider the welfare and 
just demands not only of other organized groups 
but of the unorganized, the consumer, the public 
as a whole. 

The nation demands, and must be given, the 
same degree of support by its citizens now, in a 
period of peace, that it would receive in a war. 
The times are no less challenging. 

All of us must remember in the months ahead 
that it is vastly better to prevent a war, if we can, 
than to win one—and the surest course toward 
prevention of World War III is through building 
the might of America and with it the might and 
the security of the free world. 
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